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Message from the President 
Co the Members 


As the curtain rises upon the new year, we find the world 
stage set for events of the most fateful significance for everyone 
of us, wherever we may be and whatever we may be doing. We 
are confident that history will record 1944 as the year of military 
decision, but we fervently pray that total victory may come sooner 
and at a lighter cost than we dare to expect. The freedom loving 
peoples of the world are now unified in war strategy, and are well 
equipped and fully mobilized for our all-out offensive. Yet we 
must realize that probably most of our fighting still remains to 
be done. Nearly all of the rehabilitation and reorganization of a 


war tortured world lies ahead of us. 


Each one of us living in this turbulent period inevitably is 
being called upon for his utmost contribution toward the winning 
of the war and the rebuilding of civilization. The ultimate transi- 
tion forward to an enduring peace economy will involve prob- 
lems more difficult and all embracing than the human mind can 


visualize. 


Let us all continue to reach out for whatever responsibility we 
can assume and whatever active part we can play in this vast 
program of war and peace. Let us all resolve that our efforts, 
individually and collectively, will prove worthy of the valor and 
idealism of our combat forces who are daily making every sacri- 
fice on the field of battle in the faith that their own reward will 


be the assurance of a better world for all who survive. 


SAUL LEVY, 
President. 


January 1, 1944. 
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Calendar of Events 


January 10—Regular Meeting of the 
3oard of Directors. 


January 10—7:45 P.M. Society 
Meeting. Subject: Federal Taxa- 
tion. Location: Engineering Audi- 
torium, 29 West 39th Street, New 
York City. 


February 14—Regular Meeting of 
the Board of Directors. 


March 20—Regular Meeting of the 
Board of Directors. 


March 20—7 :30 P.M. Society Meet- 
ing. Subject: To be announced. 
Location: Waldorf-Astoria Hotel, 
Lexington Avenue and 49th Street, 


New York City. 


No February Meeting 

As provided in the By-Laws of 
the Society, the Board of Directors 
has again dispensed with the Febru- 
ary Society meeting because of the 
fact that members will be under 
extra heavy pressure during that 
month. 

The next regular meeting of the 
Society is scheduled for March 20, 
1944. 
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1943 Year Book 
The 1943 Year Book is now in the 
hands of the printer and will be 
distributed to the members as soon 
as printed. 


Hugh M. Anderson 
Hugh M. Anderson, a member of 
the Society since December 1910, 
passed away on December 23, 1943. 


Herbert J. Hamilton 


Herbert J. Hamilton, an honor- 
ary member of the Society since 
March 1942, passed away on De- 
cember 28, 1943. 


Henry W. Hunt 
Henry W. Hunt, a member of the 
Society since October 1939, passed 
away on January 9, 1944. 


The Society has suffered a great 
loss in the passing of these valued 
and esteemed members. 


January 
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Revision of Gasoline Rationing 
Regulations Applicable to 
Accountants 


The following is reprinted from the December 
issue of the Certified Public Accountant of 
the American Institute of Accountants. 
Revised annotations to gasoline- 

rationing regulations, issued for the 

guidance of war price and rationing 
boards, now provide that account- 
ants may be eligible for “preferred 
mileage” (“C” coupons) to permit 
travel required for the purpose of 
preparing inventory schedules and 
labor, production, and material cost 
records for essential establishments ; 


or for performing other accounting 


services essential to the operation 
of such establishments. A note adds 
that preparation of tax reports and 
financial statements for stockholders 
are not, of themselves, eligible serv- 
ices; but indicates that preferred 
mileage may be allowed when, in 
order to prepare tax reports and 
financial statements, an accountant 
must assemble and audit accounts or 
records. 

In November members of the 
American Institute of Accountants 
reported that, under statements of 
policy recently issued by the Office 
of Price Administration, local ra- 
tioning boards were refusing to rec- 
ognize as preferred mileage, mileage 
driven by public accountants for the 
purpose of auditing accounts in con- 
junction with the preparation of 
financial statements or tax returns 
by essential establishments. Con- 
ferences between OPA officials and 
Institute representatives have since 
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resulted in clarification of the situa- 
tion by means of the following an- 
notations to which reference is made 
above. 

“Essential establishments” are de- 
fined by OPA in section 1394.7706 of 
Regulation 291, which reads as fol- 
lows: 

“Sec. 1394.7706. Preferred Mile- 
age. The mileage driven in a pas- 
senger automobile or motorcycle by 
the owner or a person entitled to 
the use thereof, necessary for carry- 
ing out one or more of the following 
purposes, shall be deemed preferred 
mileage : 

“(o) By a worker, including an 
executive, technician or office worker 

. for necessary travel to, from, 
within or between the establish- 
ments or facilities listed below, for 
purposes necessary to the operation 
or functioning of such establish- 
ments or facilities. 

“(3) Industrial, extractive or agri- 
cultural establishments essential to 
the war effort, including: plants or 
establishments engaged in the ex- 
traction, production, processing, or 
assembling of any aircraft, motor 
vehicle, ship, marine equipment, 
armament, implement or engine of 
war, or necessary part thereof; or 
of any raw, semi-processed or finished 
materials, supplies or accessories 
necessarily used in the manufacture 
thereof; or of tools, machinery or 
appliances essential to the manufac- 
ture or use thereof; or of munitions 
or fuel; or of essential medical sup- 
plies or essential food or clothing.” 
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Professional Comment 


TIME SAVING PRACTICES FOR ACCOUNTANTS’ OFFICES 


The following is a list of some of 
the time-saving practices that have 
been put in effect recently in many 
accounting offices, as determined by 
a questionnaire survey made by the 
Committee on Accountants’ Office 
Procedure. The Committee believes 
that it is worthwhile, in connection 
with the present emergency, to pre- 
sent them to the accounting profes- 
sion in order that its members may, 
if they choose, adopt those which 
appear feasible provided they have 
not already done so. 


1. Employment Practices. Young 
women are being employed as junior 
or semi-senior accountants as re- 
placements for unavailable young 
men. After adequate training has 
been given to young women they 
generally do satisfactory work. 


2. Staff Assignments. During 
periods where unassigned time 
exists, staff men and women fill in 
the prior year comparative figures 
and draw up pro-forma outlines of 
reports as well as comments in order 
to save time when the audit is ac- 
tually made. Members of the report 
department sometimes perform this 
function. 

Attempts are made to assign men 
to engagements near their homes, 
where possible, to cut down travel- 
ing time and the resultant fatigue 
and thereby prevent the impairment 
of their efficiency. 

Rotation of staff men has been 
eliminated in some instances in order 
to reduce training to a minimum. 


3. Handling Engagements. In 
slack periods ways and means have 
been found to do audit work prior 
to the close of the client’s fiscal year. 
For example, audit programs and 
papers have been reviewed by part- 
ners and supervisors with assistants 
and parts of the work selected which 
could be done prior to the busy 
season. 
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Audits of companies engaged in 
war production work in some cases 
have been attended to first, with 
audits for those clients whose busi- 
nesses are non-essential being de- 
ferred, where possible, to dates after 
the busiest part of the winter season. 

Instead of permitting manpower 
to be dissipated on out-of-town 
work, arrangements have been made 
for correspondent accountants to 
handle such work. There is thus a 
saving of transportation time, serv- 
ice and expense. 

Prior to the war most accountants 
have observed the clients’ office 
hours. Under present conditions it 
has been possible in some cases to 
arrange for access to offices and rec- 
ords at times not within the clients’ 
hours. 


4. Accountants’ Reports. Numer- 
ous time-saving practices have been 
instituted in connection with ac- 
countants’ reports, namely: 

Reducing to a minimum the 
number of copies of reports sub- 
mitted to each client. 

Mailing reports to clients unless 
delivery by hand is essential. 

Substituting brackets for red 
figures. 

Eliminating dots extending from 
the written material in the report 
to the related figures. 

Eliminating decimal points and 
cents from financial statements 
where possible. 

Using dictaphone equipment in 
the preparation of reports and for 
purposes of making excerpts from 
long contracts, minutes of meet- 
ings, etc. 

Using adding and calculating 
machines in proving reports. 

Photostating tax returns in- 
stead of typing them. 

Typing, where practicable, one 
extra copy of a report to a client 
for use in drafting the report for 
the succeeding year. 


January 
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Issuing quarterly, instead of 
monthly, reports on continuous 
audits, subject to the client’s ap- 
proval. 

Restricting statements in re- 
ports to only those exhibits or 
schedules which are essential, and 
commenting only on those items 
which are of utmost importance 
for the management to note and 
take action thereon. 


5. Payroll Procedures. Salaries 
or wages are being paid by check 
only. Payrolls are being paid on a 
monthly basis, with a semi-monthly 
payment on account and with pay- 
roll deductions being made only once 
in a month. 


6. Office Records. Reviews mad 
of Accountants’ bookkeeping sys- 
tems have disclosed that duplica- 


o 


tions and minor inefficiences can be 
eliminated. Heretofore, these ineffi- 
ciencies have been permitted to exist 
because they were relatively unim- 
portant and no one took time to 
correct them until war conditions 
and shortage of manpower changed 
their relative importance. 

Review of the accountants’ filing 
system has in several cases resulted 
in changes which have meant a 
saving of staff time. 

The Committee in submitting this 
list is not recommending that all 
such practices be adopted. It is our 
opinion that each practicing account- 
ant or firm should pass on the merits 
of the suggestions and adopt those 
that appear feasible and practical. 

Additional suggestions and com- 
ments ‘will be appreciated by the 
Committee and will be considered 
for a supplemental report. 


SECURITIES AND EXCHANGE COMMISSION RELEASE 
Accounting Series Release No. 46, December 9, 1943 


The Securities and Exchange Commis- 
sion today announced the adoption of 
amendments to Rules 5-04 and 12-06 of 
Regulation S-X. On December 22, 1942 
the Commission adopted comprehensive 
amendments to Regulation S-X designed 
to simplify and shorten reports required 
to be filed by registrants by permitting 
under designated conditions the omission 
or partial omission of certain schedules. 
The Commission’s experience with these 
amendments has not been entirely satisfac- 
tory. The present revisions are designed 
to secure with a minimum burden and 
expense certain information deemed es- 
sential relating to property, plant, and 
equipment under designated conditions. 
While the rules as amended call for the 
filing under certain circumstances of in- 
formation with respect to property, plant, 
and equipment not now required, the pres- 
ent requirements relating thereto are less 
than those existing prior to December 22, 
1942, 

As amended, Rule 5-04 permits the 
omission of Schedule V. Property, plant 
and equipment, if the total of such assets 
at both the beginning and end of the 
period does not exceed 5% of total assets 
(exclusive of intangibles) and if neither 
the additions nor deductions during the 
period exceeded 5% of total assets (exclu- 
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sive of intangible assets). The amendment 
to Rule 12-06 provides that, in case the 
additions and deductions columns are 
omitted from Schedule V, as permitted by 
Note 3 of Rule 12-06, the total of addi- 
tions and the total retirements and sales 
shall be given in a footnote to the schedule. 

The text of the Commission’s action 
follows: 

The Securities and Exchange Commis- 
sion, acting pursuant to authority con- 
ferred upon it by the Securities Act of 
1933, particularly Sections 7 and 19(a) 
thereof, and the Securities Exchange Act 
of 1934, particularly Sections 12, 13, 15(d), 
and 23(a) thereof, and deeming such ac- 
tion necessary and appropriate in the 
public interest and for the protection of 
investors and necessary for the execution 
of the functions vested in it by the said 
Acts, hereby amends Regulation S-X as 
follows: 

I. The text of Rule 5-04 following the 
caption, Schedule V. Property, plant, and 
equipment, is amended to read as follows: 

“The schedule prescribed by Rule 

12-06 shall be filed in support of caption 

13 of each balance sheet, provided that 

this schedule may be omitted if the 

total shown by caption 13 does not 
exceed 5% of total assets (exclusive of 
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intangible assets) as shown by the re- 
lated balance sheet at both the beginning 
and end of the period and if neither the 
additions nor deductions during the 
period exceeded 5% of total assets (ex- 
clusive of intangible assets) as shown 
by the related balance sheet.” 


II. Rule 12-06. Property, Plant, and 
Equipment, is amended by changing Note 


3 to read as follows: 


“The balance at the beginning of the 
period of report may be as per the ac- 


counts. If neither the total additions nor 
the total deductions during the period 
amount to more than 10% of the closing 
balance and a statement to that effect is 
made, the information required by Col- 
umns B, C, D, and E may be omitted 
provided that the totals of Columns C 
and D are given in a footnote and pro- 
vided further that any information re- 
quired by Notes 4, 5, and 6 shall be 
given and may be in summary form.” 


Effective December 9, 1943. 








Somewhere... 


an American sailor’s life has just been saved by 
a transfusion of blood, collected by the Red 
Cross and put on his ship by the Red Cross. 
Remember this when you’re asked to give or 


give again to the RED CROSS WAR FUND 
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Announcement of 


1944. PRIZE ESSAY CONTEST 


The Board of Directors of the Society has authorized the Com- 
mittee om Publications to conduct a prize essay contest, the 
essays to be on a subject of interest to the accounting profession 
and suitable for publication in The New York Certified Public 
Accountant. Prizes in the amount of $150 for first prize, $100 
for second prize, and $50 for third prize are offered. 


The general rules of the contest are as follows: 


All papers shall be original and the manuscript shaH be typed in 
duplicate on 814 x 11 stationery, double or triple space typing, and 
should not be more than 5000 words. 

* 
The name of the individual submitting the paper should not appear 
thereon, nor should there be any other means of identifying the 
manuscript, which should be accompanied by a covering letter 
giving the contestant’s name and address. 

* 
When submitted to the judges, each manuscript will be given a 
key number of identification. 

* 
Manuscripts should be forwarded to The Managing Editor of The 
New York Certified Public Accountant, 15 East 41st Street, New 
York 17, N. Y., on or before May 15, 1944. Awards will be 
announced as soon thereafter as possible. 

* 
All papers submitted shall become the property of the New York 
State Society of Certified Public Accountants and shall be avail- 
able for publication in The New York Certified Public Account- 
ant. The decision of the judges shall be final as to what papers 
may be entitled to prizes. 
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Review of the Tax System of the State of 
New York and Proposals for a Revision 


By Rotitin BRowNE 


OUR State Tax Commission has 
been singularly honored this 
evening. Your Society has been pro- 
liic with its invitations to—and 
lavish in its entertainment of—your 
natural enemies, the tax collectors. 

We have an unpopular job. When- 
ever we do right—if we ever do— 
well, that’s the least that could be 
expected, of us. And whenever we 
do wrong—which conceivably could 
happen—then God help us! 

Yet we dare not—we simply can 
not—even try to change all that. We 
must go about our business appar- 
ently oblivious of criticism and 
praise alike. 

I know just how taxpayers and 
their representatives feel about 
taxes. For years, I worked on your 
side of the desk. I viewed the general 
run of taxes as a necessary evil. 
Some, I recognized as a patriotic 
duty—others, as instruments of 
wild-eyed and long-haired so-called 
social reform. 

Now that I have moved around to 
the other side of the desk, I have 
found that, viewed from this new 
angle—they look just the same as 
they always did. 

And I am not going to try to 
popularize taxes. May the day never 
come when the independent, free- 
dom-loving people of this country 
become so spineless as even to pre- 
tend to like to pay taxes. 

But, like them or not, all of us 
must pay taxes, and it is the job of 
the tax commission to make us pay 
them. And although our State tax 
officials must not and will not court 
your favor, they should and will do 
their best to perform their duties 











with such fairness and justice, under 
the law, as to win and retain your 
respect. 

Every one of them knows it is not 
his duty to collect the biggest tax 
he can from every taxpayer. It is 
his duty to investigate and determine 
—hew to the line of the law, and let 
the chips lie where they fall. He 
must be more of a common law 
judge than a chancellor. The only 
equity he can administer is that 
which is written into the statute. He 
must take the law as the Legislature, 
in its wisdom, has written it. He 
may not, in the guise of administra- 
tion and interpretation, attempt to 
amend its apparent defects. 

That does not mean that a tax 
law, or any other law, must always 
be interpreted according to its literal 
language. Custom, business practice 
and common sense are not taboo. 

Nor are courtesy and patience. 
But our tax officials have just as 
much right to expect those civilized 
traits to be exercised toward them, 
as you have to demand that they be 
exercised by them. 

That brings me to a consideration 
of a peculiar brand of louse. I’m re- 
ferring to the man who, whenever 
some tax official disagrees with him, 
or even just fails to agree with him 
immediately, runs straight to the 
official’s superior with a scurrilous 
personal attack on his mentality and 
his motives. Here’s how bad it is, 
sometimes. 

The Director of a Bureau writes 
to a taxpayer raising some question 
or asking for information, where- 
upon the gentleman addressed flies 
into a rage and refuses to reply, but 


Presented at the December 13, 1943 meeting of the Society. 
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Review of the Tax System of the State of New York 


indicts a bitter denunciation and 
sends it to me. Or often, another 
count is added to the indictment, 
directed at the entire Commission, 
and it is sent to the Governor. 

Won't you gentlemen please ad- 
vise all such—when they come to 
your notice—how to proceed? You 
know, and I know, how such matters 
should be handled. Any one of you, 
I am sure, would argue your case 
out with the official in charge of it, 
and then if you felt that his decision 
was wrong, you would tell him so 
and request him to submit the 
question to higher authority, and 
arrange for a hearing there. 

Our policy in Albany today is 
this. The Governor refers any such 
complaint to me. I refer any such 
complaint to the Bureau Director, 
and so on. 

So, don’t try to take your case out 
of the hands of the official charged 
with the duty of handling it. If a 
Bureau Head errs, you have your 
right to apply to the Commission for 
a revision—and on that petition you 
usually can have either a formal or 
an informal hearing, or both, as you 
desire. And if the Commission errs, 
as it often will, you have your rights 
in the courts. 

We members of the Commission 
know our Bureau Heads. We have 
confidence in them and we rely 
on them. They are sincere, consci- 
entious, capable career men, and 
they know their jobs. Of course, 
they are not infallible. We some- 
times disagree with them and, when 
we do, it is our duty to overrule 
them, just as the courts overrule us 
when we go wrong. 

I call on you accountants to help 
us build up and maintain the ‘confi- 
dence and self-respect of the entire 
personnel of the Tax Commission, 
from top to bottom. 

There is only one reservation |] 
want to make to what I have said 
about trying to go over the head of 
the official handling your case. If 
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ever you believe or have reasonable 
grounds to suspect any dishonesty, 
it then will be your duty to bring the 
matter to my attention—or if I am 
the suspected one—to the attention 
of the Governer. Any such charge 
always will be given the most careful 
consideration, every effort will be 
made to protect the informant, and 
he will earn the gratitude of the 
State. 

Now, a few words in general about 
our ambitious program of tax re- 
vision. Most of you know something 
about our proposed revision of the 
Article 9-a Franchise Tax, and you 
will hear more about it tonight. I 
just want to ask you all to study our 
report to the Governor. It states 
precisely, not only what we want to 
do, but why we want to do it. 

As a private lawyer, there were a 
few things I never could quite com- 
prehend about Article 9-a, and a few 
others I never could condone. 

The worst feature, in my opinion, 
was the attempt to distinguish be- 
tween ordinary business corpora- 
tions, holding corporations and in- 
vestment trusts, by rigid, technical 
definitions, and to make no flexible 
provision for the many corporations 
which fall partly in two or all three 
of those classifications. I thought that 
every corporation should be taxed 
as a business corporation to the ex- 
tent it is such, as an investment trust 
to the extent it is such, and as a 
holding corporation to the extent it 
is such. 

I thought also that there was no 
sound reason for allowing a corpora- 
tion’s investment policy or activities 
to influence the allocation of its 
business income. 

Then there was Section 214-a 
which made a successor corporation 
—although a bona fide purchaser for 
value—liable for franchise taxes its 
predecessor should have paid. 

Finally, there was the “timing” 
feature. The tax accrued on Novem- 
ber Ist, and covered the succeeding 
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12 month period, but was measured 
by the income of the preceding cal- 
endar or fiscal year. 

I found that others, in and out of 
the Tax Commission, felt pretty 
much as I did about those points, so 
I gathered together a group of com- 
petent, experienced tax men and we 
went to work. 

The Chairman of your Committee 
on Taxation, Mr. Harrow, and other 
private lawyers and accountants, 
gave freely of their time and talents, 
and a very large share of the credit 
is due them. 

‘here are 25 names signed to the 
report, including tax officials, other 
State officials and private prac- 
titioners. It is most gratifying — 
and should be reassuring as well— 
to find complete unanimity of opin- 
ion among such a group. The ex- 
planation is simple—all of us had 
the same aims—not to increase or 
decrease revenues, but to distribute 
the existing burden more logically 
and equitably, and to attract corpo- 
rate business to the State. 

We have not overlooked other 
taxes. In the personal income tax, 
we shall strive for simplification. In 
the stock transfer tax, we are exam- 
ining the effect on low-priced shares. 
In the estate tax, we want a simpler, 
more orderly procedure and admin- 
istration. In the utility field, we are 
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re-examining most critically the 
special franchise and sub-metering. 
And so it goes. We shall not try to 
do it all at once. The job of tax re- 
vision will never end. We must keep 
at it constantly, so as never to fall 
too far behind the times or the tem- 
per of the people. 

[ am not an accountant, and | 
don’t try to pose as one. I never 
could understand the difference be- 
tween “debit” and “credit.” When- 
ever I tried to use one of those terms, 
I usually found that I was working 
on the wrong side of the balance 
sheet. So I always recognized the 
essential part accountants play in 
the tax game. As a lawyer, I found 
I could do a better job—and earn my 
fee more easily—if my client had a 
good accountant to work with me. 
Again, viewed from the other side of 
the desk, I have the same opinion of 
your profession. 

State taxes are insignificant — 
sometimes too small by comparison 
to bother about. But tax policy is of 
vital concern everywhere in_ this 
country today. Our efforts in Albany 
will be to adopt policies which will 
be so sound that they simply cannot 
be ignored in that larger field where 
taxes are such a crushing burden. 
Your Society can, and I know it will, 
be of the greatest help to us in 
achieving that aim. 


Speed Victory 


BUY THEM AND 
KEEP THEM 





4TH WAR LOAN DRIVE 
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Proposed Changes in Allocation Procedure 
Under the Corporation Franchise Tax 


By SPENCER E. BATES 


T would be somewhat of an ex- 
aggeration to say that the success 
or failure of a corporation income 
tax depends upon its allocation pro- 
visions. But certainly these provi- 
sions are a major factor in determin- 
ing the equitable distribution of the 
tax burden and its administrative 
feasibility. Allocation is an issue in 
every state corporation income tax, 
and the writings on this issue by tax 
experts in the various states would 
probably total up to volumes. And 
yet no one, in my opinion, has found 
a perfect formula for allocating the 
business and investment income of 
corporations. Indeed there is no 
perfect formula. The best that we 
can seek is a workable formula that 
will not perpetrate extreme injus- 
tice, that will not exercise a regula- 
tory effect adverse to the interests 
of the State and that will not make 
administration of the corporation in- 
come tax too complicated. 

The Tax Advisory Committee 
which was formed last July by Mr. 
Rollin Browne, the president of the 
New York State Tax Commission, 
and of which the chairman of your 
Tax Committee, Mr. Harrow is a 
member, has given much thought to 
the problems of allocation under the 
New York corporation franchise tax. 
Based upon this Committee’s report, 
the Tax Commission will recom- 
mend to the legislature of the State 
the adoption of a completely new 
franchise tax allocation formula, 
embodying the so-called Massa- 
chusetts formula for business in- 
come, and containing an altogether 
new formula for allocating invest- 
ment income. 





We are not proposing to change 
New York’s method of allocation 
simply for the sake of change. As 
you all know, the textbooks on tax 
administration all contain the maxim 
that a bad tax provision to which 
the taxpayers have become well ac- 
customed may often cause less dis- 
satisfaction to both taxpayers and 
administration than a better provi- 
sion to which the taxpayers and the 
administration must accommodate 
themselves with considerable trou- 
ble. But there are limits to the ap- 
plication of this maxim and in the 
case of the New York allocation 
formula those limits have been 
reached. The present New York 
formula works so badly that the in- 
conveniences of changing to a much 
better formula are well warranted. 

As you all known New York’s 
present system of allocation is based 
upon tangible property, receivables, 
and stock. The amounts of each of 
these three factors attributed to the 
State are added together and this 
sum is divided by the sum of total 
tangible property, total receivables 
and total stockholdings. The worst 
feature in this formula is the stock 
factor. In many cases a. business 
corporation’s investment in stock 
may outweigh its accounts receiv- 
able and its tangible property hold- 
ings, so that its business income is 
actually being allocated by the dis- 
tribution of its investment portfolio. 
Even where the stock factor may 
not outweigh the others, it influ- 
ences allocation of business income. 
To my opinion this is a fantastic 
distortion. A corporation’s invest- 
ment policy should never be a factor 
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determining the allocation of its 
business income. 


The receivables factor too often 
operates inequitably. It is particu- 
larly unfair to manufacturing cor- 
porations since it provides that bills 
and accounts receivable arising from 
the sale of goods must be allocated 
to New York simply because the 
goods were manufactured within 
the State, even though such goods 
are stored outside the State subse- 
quent to their manufacture and are 
sold through out-of-State offices to 
out-of-State customers. Furthermore, 
bills and accounts receivable may 
distort the allocation of a corpora- 
tion’s income because of variation 
in the credit terms granted by the 
corporation in New York and in 
other states. Finally there is the 
consideration that if the corporation 
conducts its business on a purely 
cash basis, such business’ produces 
no accounts receivable and the allo- 
cation formula applied to that cor- 
poration must lack any measure of 
the selling activity of the corpora- 
tion. 

We propose, for allocating busi- 
ness income, to replace this distort- 
ing New York formula by an adop- 
tion of the so-called Massachusetts 
formula. This formula, as you 
probably know, is based upon tangi- 
ble property, receipts, and payrolls. 
A percentage is derived for each of 
these three factors. The three per- 
centages are then added and divided 
by three, and this average percent- 
age is the allocation fraction for the 
corporation’s business income. Ten 
states have already uniformly 
adopted this Massachusetts formula 
and a number of others utilize for- 
mulas very similar to it. 


If the legislature accepts our rec- 
ommendations for allocating busi- 
ness income, the following change- 
overs will result: 

1. Use of the tangible property 
factor will remain unchanged. 
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2. Receipts from sales and serv- 
ices will be substituted for receiv- 
ables. The basis for attributing 
receipts to the states, however, 
will not be that used by other states 
employing the Massachusetts formu- 
la, but will be a carry-over from 
the present New York receivables 
factor. Receipts will be attributed 
to New York as receivables now 
are in practice—when the mer- 
chandise is located within the 
State at the time of the receipt 
of the order, and when orders are 
received and accepted in the State 
for merchandise not located at 
any place outside the State where 
the taxpayer conducts a perma- 
nent and continuous place of busi- 
ness. In addition receipts from 
services performed within the State, 
from rentals or royalties from 
property situated within the State. 
from the use of patents and copy- 
rights within the State, and all 
other business receipts earned 
within the State, will be attribu- 
ted to New York. 


3. In place of the present stock 
factor, we shall substitute pay- 
rolls. Compensation of general 
executive officers is to be excluded 
from our definition of “Payrolls.” 


Our present statute permits allo- 
cation only when the corporation 
maintains a regular place of busi- 
ness outside the State. We intend 
to continue this requirement for the 
allocation of business income, but— 
and I consider this one of the most 
far reaching of the reforms that we 
propose—we will permit allocation 
of investment income by the formu- 
la I am about to discuss to each and 
every corporation, whether it con- 
ducts its business in several states 
or exclusively in New York. 

When our committee bent itself 
to the problem of selecting or de- 
termining an allocation formula for 
investment income, it discovered 
that the tax experts had practically 
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ignored this subject. After much 
careful thought the committee evolved 
an allocation formula for investment 
income which it believes is not only 
suited to New York, considering 
this State’s special position as the 
natural home of many kinds of 
financial and investment institu- 
tions, but is also suitable for a uni- 
form adoption by other states. The 
Committee frankly flatters itself that 
its decisions on this matter consti- 
tute a valuable contribution to tax 
policy and an important forward 
step in’ state corporation taxation. 

We propose to allocate invest- 
ment income according to the origin 
of such income. 

The origin of corporate dividends 
and bond interest we consider is best 
established by the allocation percent- 
ages applied to the corporations 
that produce such dividends and in- 
terest. Therefore we propose to 
require each taxpayer to list its 
holdings of corporate stocks and 
bonds and to distribute such hold- 
ings within and outside New York 
in accordance with the allocation 
percentages applied by New York 
to these corporations in the preced- 
ing year in determining their mini- 
mum capital tax liability. This is 
somewhat similar to the allocation 
procedure now applied to the stock 
factor under the New York tax law. 
Since the corporations that own the 
stocks or bonds would not, in the 
normal course of business, be in- 
formed of the allocation percentages 
applied to the issuing corporations, 
the Tax Commission will probably 
issue or publish each year a list of 
corporate taxpayers, giving in such 
list the allocation percentages of 
corporations subject to the New 
York franchise tax. In order to ac- 
complish this, it will be necessary 
to amend the secrecy provision of 
the present statute and we have 
accordingly made such recommen- 
dation. 
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If a corporation holds state and 
local bonds, the issues of New York 
State and its municipality will be 
added to the total of stocks and 
bonds attributed to New York, while 
the total of its state and local hold- 
ings will be added to the total of 
its corporate holdings. Division of 
securities attributed to New York 
by total security holdings (exclusive 
of Federal bonds) will give the cor- 
poration’s investment allocation per- 
centage. This investment allocation 
percentage will be used to allocate 
not only dividends, and interest on 
corporate and municipal bonds, but 
also the interest on any Federal 
bonds held by the taxpaying corpo- 
ration. Should a corporation hold 
only Federal bonds, without any cor- 
porate and State and local securities 
which would provide it with an in- 
vestment allocation percentage, the 
interest on the Federal bonds will be 
allocated by its business allocation 
percentage. 

We have recommended that a 
franchise income tax should not be 
applied to dividends from subsidiary 
shares—and we have defined a sub- 
sidiary as a corporation 50% or more 
of whose stock is held by the tax- 
paying corporation. In place of the 
income tax on such subsidiary divi- 
dends, we are recommending a spe- 
cial low rate capital tax on the allo- 
cated value of subsidiary shares. 
This requires us to establish still a 
third allocation formula—for sub- 
sidiary shares. Such shares will be 
attributed within and without New 
York in the same way as shares held 
for investment purposes. The pre- 
ceding year’s allocation percentage 
established for the subsidiary cor- 
poration will be applied to its shares 
as held by the taxpaying corporation. 

A business allocation percentage, 
as determined by the Massachusetts’ 
formula, will be applied to corpora- 
tion’s gross business income. Its 
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investment allocation percentage, 
calculated as I have previously de- 
scribed, will be applied to its gross 
investment income. The gross busi- 
ness income so allocated to the State 
and the gross investment income so 
allocated to the State will then be 
added together, and their sum will 
be divided by the corporation’s gross 
income. This division will give the 
corporation’s combined allocation 
percentage which will then be ap- 
plied to its entire net income (less 
subsidiary dividends). Thus we will 
obtain a figure for net income allo- 
cated to New York. This may sound 
to you like a roundabout procedure, 
but it really provides the simplest 
of all possible methods for actually 
calculaiing allocated business in- 
come and allocated investment in- 
come under separate formulas. 


We know that of 100,000 taxpay- 
ing corporations in the State, the 
tremendous majority — possibly as 
high a proportion as 90%—are pri- 
marily engaged in business activ- 
ities and derive only inconsiderable 
proportions of their income from in- 
vestment sources. We are going to 
allow those corporations, by an op- 
tional provision applying to any cor- 
poration that derives less than 25% 
of its gross income from investment 
sources, to allocate all of their in- 
come, if they wish, by the business 
formula. This will save them from 
having to make the rather compli- 
cated calculations sometimes in- 
volved in determining investment 
allocation. Use of this optional 
method may in particular instances 
cost the taxpayer a few dollars ad- 
ditional tax, in other cases it may 
cost the State a few dollars of tax 
yield. We believe that the compli- 
ance costs that will be saved by 
utilization of the brief business’ allo- 
cation formula for all income will 
induce most corporations to take 
this short-cut, and the State may win 
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slightly or lose slightly in the aggre- 
gate if most of the taxpayers entitled 
to this short-cut use it; if there is a 
small aggregate loss to the State it 
will be warranted by the great bene- 
fit to the business community. 


Similar considerations have dic- 
tated the inclusion of another op- 
tional arrangement. Any corpora- 
tion that derives 85% or more of its 
income from investment sources can 
use its investment allocation per- 
centage to distribute all of its in- 
come, thus saving it from having to 
calculate a business allocation per- 
centage. 


We are retaining the one mill 
minimum capital tax, but with a 
change in its base. Instead of apply- 
ing the one mill rate to allocated 
issued capital stock, we propose to 
apply it to allocated capital employed 
in business and investment. Em- 
ployed capital will be calculated as 
gross business and investment as- 
sets, minus current liabilities. The 
business assets will be allocated to 
New York by the business allocation 
formula previously described. The 
investment assets will be allocated 
by the investment allocation for- 
mula, with a proviso that not less 
than 15% of such assets be attrib- 
uted to New York. 


We recognize that there will be 
individual cases where the allocation 
procedure so far described would 
work injustice. To prevent inequi- 
ties in such cases, we propose broad- 
ening the equitable adjustment pro- 
vision of the present statute. In 
such cases, the Tax Commission will 
be authorized to adjust. a corpora- 
tion’s business allocation percentage 
by excluding one or more of the 
factors contained in the general for- 
mula and/or by including one or 
more other factors such as expense, 
purchases, contract valuations minus 
special contract valuations, admis- 
sions or royalties, or by any other 
method to effect a fair and proper 
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allocation of the income or capital 
reasonably attributable to the State. 

The proposed statute will permit, 
at the discretion of the Commission, 
the filing of consolidated reports 
similar to the provisions of the pres- 
ent statute. In determining the 


consolidated allocation percentage, 


intercorporate receipts and other 
such items would be eliminated. 

Our recommendations regarding 
allocation will, if adopted by the 
legislature, improve New York’s 
corporation franchise tax in four 
respects: 


First. The tax will be made 
more equitable. I have already 
mentioned the distortions of the 
tax burden that the present meth- 
od of allocation produces. These 
will be eliminated by a method 
which allocates business income 
according to the tried and tested 
Massachusetts formula and in- 
vestment income according to an 
origin formula. Moreover, by 
adopting the Massachusetts allo- 
cation formula or business income, 
we are bringing the New York 
tax more closely into alignment 
with those of other states. Since 
non-uniformity of allocation along 
state corporation taxes is in itself 
a breeder of inequitable maldis- 
tribution of tax burden, so bring- 
ing the New York tax more into 
conformity with those of other 
states will of itself contribute sub- 
stantially to greater justice in 
corporation taxation. 


Second. Certain adverse regu- 
latory effects of the tax will. be 
eliminated. Heretofore it was to 
the interest of corporations doing 
business in New York, if they had 
any surplus funds available for 
investment, to invest such funds 
in the securities of corporations 
doing little or no business in New 
York, since thereby they reduced 
not merely investment income 
allocated to New York but busi- 
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ness income as well. Thus New 
York’s franchise tax was a factor 
in discouraging corporate invest- 
ment in the shares and bonds of 
corporations doing business in 
New York. -We were actually 
discouraging capital from flowing 
into New York business. That 
will be ended. So, too, the treat- 
ment of receivables under the 
present law discourages the es- 
tablishment in New York of fac- 
tories the output of which is 
shipped out and distributed from 
outside the State. Our tax law 
has been a factor operating against 
the development of manufactur- 
ing business in the State. That 
too will be ended. 


Third. By providing separate 
investment and subsidiary alloca- 
tion formulas, we are making it 
possible to bring investment trust 
and holding companies under a 
single uniform franchise tax. Gone 
will be those arbitrary demarca- 
tion lines that in the past dis- 
couraged many investment trusts 
from entering the State. Gone 
will be the arbitrary lines that 
made it so difficult for a holding 
company to establish itself as a 
holding company for tax pur- 
poses, and so discouraged holding 
companies from establishing them- 
selves in New York. The alloca- 
tion formulas and the rate struc- 
ture that we propose for the fran- 
chise tax will henceforth treat 
every corporation as a business 
company to the extent that it is 
a business company, as an invest- 
ing company to the extent that 
it is an investing company, and 
as a holding company to the ex- 
tent that it is a holding company. 
Statutory demarcation lines where 
actual demarcations do not exist 
in practice make for harsh law. 
We are erasing these demarca- 
tion lines and this harshness from 
the franchise tax law. 
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Fourth. In spite of the com- 
plexity of the explanation that I 
have been giving you during the 
past quarter of an hour, we are 
presenting most of the corporate 
taxpayers of the State with a 
simplified allocation calculation. 
From 75% to 90% of our corpo- 
rations will not have to go through 
the procedure of calculating a 
separate business allocation and 
a separate investment allocation 
and deriving therefrom a com- 
bined allocation percentage. Re- 
inember that option that is open 
to some 90% of the taxpaying 
corporations to allocate all of their 
income by their business alloca- 
tion percentage. Those corpora- 
tions that take advantage of this 


option will find that the calcula- 
tion percentage under our pro- 
posed law is much simpler and 
involves fewer lines on their re- 
turns than the present procedure. 


In closing, I wish to present you 
with a “Believe It or Not.” Believe 
it or not, your Tax Commission this 
year set itself to the task of reform- 
ing the corporation tax law not for 
any purpose of pulling additional 
millions of revenue from the corpo- 
rate taxpayers of the State, but 
purely and simply to give these 
taxpayers a fairer and simpler stat- 
ute to comply with. It may be hard 
to believe such a thing of a State 
Tax Commission, but in this in- 
stance it really is so. 
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The Personal Income Tax Law 


By Roy H. PALMER 


HEN your Chairman asked me 

what would be the topic of my 
address this evening, I didn’t know 
on what I would speak but I knew it 
would be the income tax law so I 
told him to put it down to say I 
would speak on “The Personal In- 
come Tax Law,” knowing it would 
give me ample room to roam around 
wherever I saw fit. 

If were to select a topic tonight I 
think I would suggest—at least for 
the first part of what I wish to say 
—such a topic as “What Can Be 
Done for the Taxpayer.” Now you 
may not have guessed it, but I have 
a very warm sympathy for the tax- 
paying public at the present time. 
You may never have guessed that 
that quality existed in me when you 
have dealt with me in your cases 
before me; nevertheless, I have that 
warm sympathy for the burdens that 





they have to bear at the present time. 


They are very heavy. The number 
of laws that they have to know and 
analyze, the regulations which they 
must follow, the reports which they 
must prepare and make out and try 
to make with some accuracy, are 
sufficient to cause some to be very 
discouraged. 

[ read of one man recently who 
had written a letter to a friend say- 
ing that, after he had paid his taxes 
and the expenses of his home and 
bought some bonds and all the other 
good things of life, he really had 
nothing left; he felt almost like 
“throwing up the sponge” entirely. 
With that particular taxpayer I 
haven't too much sympathy because 
he had all the good things of life. 

Commissioner Browne has sug- 
gested to you that we have in mind 
—or at least he and the Commission 
have in mind—simplification of the 
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taxpayers’ problems including, per- 
haps, simplification of the law and 
simplification of the methods of re- 
porting so as to make it as easy as 
possible for the taxpayer under 
these trying circumstances. Of 
course the best relief which could be 
given to taxpayers at all times would 
be a reduction in taxes; but we all 
know that this, under present cir- 
cumstances, is impossible. There- 
fore we must turn to other measures 
of relief. 

Twenty-four years ago on October 
15th I first entered the Income Tax 
Bureau: just after the first law had 
been passed and during the early 
stages of its organization. Your 
Isidor Sack preceded me by three or 
four months, I believe, in that or- 
ganization. At that time the original 
income tax law as contained in a 
pamphlet of about sixteen pages; 
today that same law is contained in 
something over fifty pages. 

That first law was patterned, as 
vou know, after the Federal Rev- 
enue Act of 1918; and so far as it 
was thought wise at that time the 
provisions of the state law followed 
closely the provisions of the Federal 
act. Now many of the complications 
of our law are due to the fact that 
every time the Federal law has been 
amended, the state Legislature has 
felt it wise to amend its law to cor- 
respond to the Federal law. 

Of course some of these compli- 
cations have been brought about by 
need for revenue or need to broaden 
the base of the tax; and perhaps in 
very many cases these complications 
have been brought about by the 
necessity of plugging up those holes 
which certified public accountants 
and tax lawyers have driven in the 
simple law that was enacted in the 
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first instance. We won’t say any 
more about that, now! 

The fact is, however, that the Fed- 
eral law and, with it, the state law 
have become most complex, and in 
many cases very difficult to interpret 
and understand. As a matter of fact, 
it is stated that some of the pro- 
visions of the Federal act are under- 
stood only by the Treasury experts 
who drew them and they don’t agree 
among themselves as to the inter- 
pretations. And so it would be very 
wise, perhaps, if it were possible that 
both Federal and state laws could be 
fully rewritten so that in some man- 
ner they could become intelligible— 
so that the average taxpayer could 
read and understand. 

A few days ago I read a letter 
written by a taxpayer. to an editor 
of a newspaper up in Albany, in 
which he complained of that very 
thing, and he asked why it was that 
tax laws could not be written in plain 
language that the average person 
could understand and apply. He 
gave a quotation from St. Paul— 
which I can’t remember exactly— 
but it was to the effect that, what’s 
the use of writing words—of what 
advantage is there in words and 
language—if they cannot be under- 
stood?; and I thought it was very 
apropos to the question. 

But now I have wondered fre- 
quently if it would not have been 
better had New York State, in enact- 
ing its original income tax law, fol- 
lowed the example of Massachusetts 
and had written an entirely inde- 
pendent statute so that, every time 
the Federal law was amended, it 
would not be necessary to run to the 
Legislature to get an amendment of 
the state law, and so that we could 
have perhaps a little bit more in- 
dependence of opinion and action. 
Nevertheless, there is advantage and 
considerable merit in conforming 
the two laws, since in that case the 
taxpayer would have only one law to 
interpret and understand, and the 
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Federal precedents and regulations 
do make it simpler in the adminis- 
tration of the law. 


It being impossible at the present 
time to rewrite the law entirely— 
although I believe that there is some 
move on to have Congress simplify 
the present revenue act, and I think 
your Association has taken some 
action in a _ resolution endorsing 
such a proposition—and as long as it 
is not a present matter, I assume 
that it is perhaps best if we go along 
trying to conform to the Federal 
law as much as possible. To that ef- 
fect many suggestions have been 
made to Commissioner Browne and 
the other members of the Commis- 
sion, and his body of advisers have 
certain amendments which would 
enable the state to conform more 
closely with the Federal than it does 
at the present time. 


I might give you some of the sug- 
gestions that have been made. In 
doing so, I want to say that I am not 
going to express my own personal 
opinion as to the merit or demerit of 
any of them, nor to try to express 
the opinion of the Commission as to 
what action may be taken with re- 
spect to any of them. I am just 
putting them to you as suggestions 
that have been made. 


The first suggestion would be to 
adopt the Federal treatment of cap- 
ital gains and losses. Now I do not 
know which method is the more de- 
sirable, whether the Federal method 
is more favorable to the taxpayer or 
whether the state method would pro- 
duce the more revenue. I am not 
concerned with that. I am concerned 
with the question, which is the 
better method for the use of the 
taxpayer; which would simplify his 
problems to the greatest extent ?— 
and that is one of the suggestions 
which has been made. In connection 
with that same suggestion is the 
suggestion that the state should 
change its basic date or its basic 
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cost computation in order to con- 
form with the Federal. 

Now that has been objected to by 
some as having some constitutional 
question involved ; but we are so far 
away from January 1, 1919, that 
that question ought not to be very 
serious, because most of the assets 
held on that date have been disposed 
of before this. 


Likewise it would be helpful, per- 
haps, and it has been suggested that, 
if the basic date and basic value con- 
formed to the Federal, the compu- 
tation and the recording of depre- 
ciation would be much simplified for 
every taxpayer. 

It has been suggested also that 
the treatment of stock dividends and 
stock rights might easily be made to 
conform to the Federal. Also the 
deduction for medical care expenses: 
the allowance could be increased 
under the state law to meet the 
amounts that are allowed under the 
Federal law. 

As for the deduction of insurance 
premiums, which was one of the 
humanizing amendments suggested 
last year by Governor Dewey, the 
Federal law does not at present con- 
tain such a provision, but we have 
been led to believe that a suggestion 
has been made in Congress that the 
Federal law be amended this year to 
give such a deduction; and, if so, 
the two laws would there conform. 

Another proposal is that non- 
business debts which have become 
worthless should be treated as cap- 
ital losses, as under the Federal law; 
also that we should conform to the 
method of reporting income for the 
decedent for the period of prior-to- 
death, as is provided now in the 
Federal law. Of course there are 
certain differences which could not 
be reconciled, such as pensions, for 
the reason that the pensions of state 
and munjcipal employees are non- 
taxable under constitutional pro- 
visions ; also the interest on so-called 
“tax-exempt” bonds for, as you 
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know, the state may not tax the in- 
terest on Federal bonds, and we be- 
lieve that the Federal Government 
has no power to tax interest on state 


.and municipal bonds. Moreover, it 


would not be possible to coordinate 
the two laws so as to permit the de- 
duction by state taxpayers of the 
Federal income tax from their state 
gross income because the high rates 
of tax, as you know, would simply 
defeat the state tax. 


There have been other sugges- 
tions made for amendments for cer- 
tain provisions of the state law in 
which the Federal law is not par- 
ticularly involved; and I might just 
mention some of those. For instance, 
that the unincorporated business tax 
should be permitted as a deduction 
by individual taxpayers under the 
personal income tax law; that credit 
should be given to resident tax- 
payers for taxes paid to other states 
where that other state did not grant 
a credit to the resident of New 
York State under any reciprocal 
provisions. 

It has been suggested that Section 
360 relating to charitable contribu- 
tions made by non-resident tax- 
payers should be clarified so that 
there would be no question that a 
non-fesident contributing to a New 
York charity or religious organiza- 
tion should be permitted to make 
such a deduction regardless of 
whether or not that deduction was 
connected with income earned in 
New York State, thus encouraging 
contributions to New York organi- 
zations. 

It has also been proposed that an 
allowance be made to resident tax- 
payers of deduction for alimony paid 
to a wife who is a non-resident, and 
likewise to allow a non-resident a 
reduction for alimony where the wife 
is a resident of the state and that 
alimony is includible in her gross 
income. 

All of these suggestions are being 
given very careful consideration by 
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the Commission, but no decisions 
have yet been reached. Some of 
them—in fact many of them—might 
be very helpful in simplifying some 
of the problems of our taxpayers, 
and to that extent would ease some 
of the burdens under which they are 
laboring. 

So much for these proposed 
amendments and for the suggestions 
for simplification of the law. We 
come now to that other suggestion 
of simplification of the method of 
reporting. Of course that means 
simplification of forms. As to that, 
I have nothing definite to say except 
that the Commission feels and be- 
lieves that it is part of the duty of 
the Commission to see that every 
taxpayer should be given an oppor- 
tunity to make his return with the 
least possible difficulty; that he 
should be able to make it out under- 
standingly without being obliged to 
get advice and to pay for assistance. 

Now we have not felt that our one 
form for reporting of individual in- 
comes—our Form 201l—was unduly 
difficult or complex. We have felt 
that it was less complex perhaps 
than Federal Form 1040, although 
those who have dealt mostly with 
Federal taxes and have become ac- 
customed to using Form 1040 have 
sometimes expressed the thought 
that that form was better than ours. 
Suggestion has been made that per- 
haps the state should adopt a form, 
such as the optional Form 1040-A, 
which is a simple form in some ways. 
There are certain objections to that 
and, of course, there would have to 
be some adjustments on that to rec- 
oncile income with the state income. 

Also there have been suggestions 
that we might make a form in which 
net income was reported as in the 
Federal return, with certain adjust- 
ments, and permit the taxpayer that 
very easy method of reporting. Then 
there have been suggestions of sim- 
plification of our present form along 
state lines. 
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All of these suggestions are being 
given consideration and _ careful 
thought, but it has not yet been pos- 
sible to complete any such revision 
for the present year, although it is 
hoped that in the future we may be 
able to have some _ simplification 
which will meet the approval of the 
great majority of taxpayers who 
have small incomes. 

I assume I have already overrun 
my time, but there are two matters 
of practice to which I would like to 
call your attention, and I will digress 
from the subject I have been talking 
about in order to bring these to you 
because I think they are important 
to you. In the past few months we 
have had many requests from em- 
ployers for permission to use Fed- 
eral Form W-2—the withholding 
form; withholding receipt—in lieu 
of our Form 105 for reporting sal- 
aries paid to employees. During 
the past week a ruling was issued 
which perhaps some of you may 
have seen, although I do not know 
that it has come into the services as 
yet—granting permission to em- 
ployers to file copies of Form W-2. 
Of course we do not expect you are 
going to “rob” the Federal Govern- 
ment of its forms, but have them 
printed especially. However, that 
permission is conditioned, first, up- 
on the stipulation that there shall 
be printed on those forms “New 
York State Income Tax” so that 
we will know when we see them 
what they are intended to represent ; 
second, that there shall be printed 
thereon the marital status of the tax- 
payer; and, third, as a condition for 
their privilege, that the employer 
shall sort out and discard all those 
forms W-2 which are made out in 
accordance with the Federal law for 
amounts less than the personal 
exemption under the state law— 
that is, we do not want any of those 
who are under $1,000 for the single 
person or under $2,500 for the mar- 
ried person; and it is only under 
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those conditions we want you to use 
those forms because we cannot af- 
ford to have our Bureau and our 
files loaded up with the thousands of 
unnecessary informations on Form 
W-2 returns which are of no use to 
us. 

The second matter of practice 
which I would call to vour attention 
is an amendment to Section 374 of 
the tax law which was made by the 
Legislature in 1943 and which in- 
volves a question of applications for 
revision and claims for refund. I 
assume you have all studied that 
amendment and the regulations 
which have been put out interpret- 
ing it; but I want to call it to your 
attention because it is of vital im- 
portance to your clients that the 
procedure be followed to the letter. 

Prior to the amendment, the law 
never provided that the Tax Com- 
mission might prescribe a form of 
application for revision, and so any- 
thing which looked like an applica- 
tion was accepted and frequently the 
Bureau wasn’t sure whether it was 
an application for revision or not. 

As for claims for refund, we did 
put out a Form 110—which the Com- 
mission ruled would be accepted as 
an application for revision. As a 
matter of practice in the Bureau, 
for many years we passed on those 
claims for refund in the audit divi- 
sion itself, denying them rather in- 
formally. 

Now an application for revision 
under that law was never closed 
except by a determination of the 
Commission. Asa result, there were 
many thousands of them which laid 
dormant. Taxpayers had taken no 
further step after the denial by the 
Bureau. This was criticized by 
Moreland Commissioner Robert M. 
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Cunningham in his report to Gov- 
ernor Lehman a year ago, with the 
result that the Legislature amended 
the law. I explain this so you will 
know the background of it all. 

Under the present law, an appli- 
cation for revision, or a claim for 
refund, must be filed on a form pre- 
scribed by the Commission. Such 
a combined form of application for 
revision and claim for refund has 
been issued under Form 113. That 
application will be reviewed in the 
Department and can be passed upon 
by the Bureau. The taxpayer will 
receive a decision from the Bureau. 
If he is not satisfied with it, he must 
file a Demand for Hearing within 
ninety days after that decision, 
otherwise the decision becomes final. 
That Demand for Hearing is Form 
114, which may be had upon appli- 
cation. All those old cases, which 
were lying dormant, were closed out 
by the amendment which provided 
also that they would be closed with- 
in ninety days after the effective 
date of the law unless a Demand for 
Hearing was filed within that time. 

Now this is somewhat of a tech- 
nical procedure and we expect to 
deal with it as fairly as possible. 
Everybody will have every opportu- 
nity for a conference or for an in- 
formal hearing or a formal hearing 
if he follows closely the provisions 
of the statute. We would not wish 
to shut anyone out. Nevertheless, 
it is important that you know these 
facts, these regulations, and advise 
your clients properly. 

It has been a great pleasure to be 
here tonight, gentlemen. It is not 
the first time, and I am grateful for 
your permitting me to partake of 
your hospitality and to take part in 
this gathering. 








Modification of the Privilege Period Base 
of the Corporation Franchise Tax 


By Wurm J. SHULTZ 


A you are aware, New York’s 
present corporation income tax 
is a “franchise” tax, imposed on 
a domestic corporation “for the 
privilege of exercising its franchise 
in this state in a corporate or or- 
ganized capacity,” and on a foreign 
corporation “for the privilege of do- 
ing business in this state.” Each 
year the corporations pay a tax for 
the privilege of exercising their 
franchises or doing business in the 
state for the space of a year. For 
reasons which date back to the Nine- 
teenth Century, the “privilege year” 
for which corporations are taxed 
runs from November 1 to October 
31. The accrual date of the annual 
tax is the first day of this “privilege 
year’”—November 1. 

This tax that accrues on Novem- 
ber 1 of each year is based on the 
income earned by the taxpaying cor- 
poration during its preceding fiscal 
year, provided that fiscal year ended 
not later than the preceding June 30. 
If the corporation has a fiscal year 
ending July, August, September or 
October, then the tax is based on 
the income of the fiscal year before 
that one. 

Although the accrual date of the 
tax is November 1, most corpora- 
tions report their taxes, and pay half 
of the amount due, on the preceding 
May 15th, five and a half months 
before the tax accrues. Corporations 
with fiscal years ending during 
March, April, May or June report 
their tax four months after the close 
of the fiscal year. 

These relationships are shown in 
Diagram 1. 

Note the anomalies that result 


from this arrangement. A corpora- 
tion whose fiscal year ends in July 
has no tax accrue on the income of 
that year until fifteen months later. 
For a calendar-year corporation, the 
accrual of its tax comes ten months 
after the close of its income year. 
Moreover, the provision of a May 
15th payment date compels most 
corporations to pay their franchi 
taxes before they are legally due. 
Every May 15th tax payment is a 
prepaid tax. Should a corporation 
dissolve or leave the state after May 
15th but before November 1—the 
beginning of its new privilege year 
and hence the accrual date of its 
tax—the state must refund the May 
15th tax payment. New York tax 
liability, as reported on many cor- 
porate financial statements, is a dis- 
torting and misleading item. 

New York’s tax collections have 
suffered from this absurd relation- 
ship between “income years” and 
“privilege years.” Corporations 
planning to dissolve or withdraw 
from the state time their dissolution 
or withdrawal so as to escape sub- 
stantial tax liability—in some cases 
as much as the tax on two years’ in- 
come. We have estimated that the 
state loses $1,000,000 or more rev- 
enue from this source every year. 

We do have one partial plug in 
this loophole which prevents the tax 
loss from being greater than it is. 
Sec. 214-a of the Tax Law provides 
that where one corporation acquires 
the franchise or a major part of the 
actively employed assets of another 
corporation, the acquiring corpora- 
tion is responsible for any unpaid 
tax on the other corporation’s in- 


Presented at the December 13, 1943 meeting of the Society. 
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come up to the preceding July 1. Ob- 

viously, this is only a partial plug. 

And it often works inequitably, since 

acquiring corporations sometimes 

fail to take this liability into account 

in negotiating acquisition terms. 
ke 


Our first step to correct these 
weaknesses in the corporation fran- 
chise tax law has been to recommend 
the passage of a special “dissolution 
and withdrawal tax.” This proposed 
tax will be imposed on or for the 
privileges of dissolution in the case 
of a domestic corporation, and of 
withdrawal from the state after en- 
gaging in business therein in the 
case of a foreign corporation. It 
will be measured by all income not 
taxed under the present franchise 
tax up to the date of the corpora- 
tion’s dissolution or withdrawal. 

K * * 

This “dissolution and withdrawal 
tax” will plug the revenue leak pro- 
duced by the present privilege period 
base of the corporation franchise tax, 
but it will leave untouched all the 
anomalies resulting from the non- 
coincidence of a corporation’s “pri- 
vilege year” and its income year. 
This brings us to our second correc- 
tive proposal—to make the “privi- 
lege period” of each corporation 
identical with its fiscal or income 
year, or with any part of a fiscal 
year. Weare proposing that, begin- 
ning with December 1, 1944, the 
franchise tax will be paid by a do- 
mestic corporation “for the privi- 
lege of exercising its franchise in the 
state in a corporate or organized ca- 
pacity for all or any part of a fiscal 
or calendar year,” and by a foreign 
corporation “for the privilege of do- 
ing business in this state for all or 
any part of a fiscal or calendar year.” 


Under this proposal, the tax will 
accrue and become a liability of the 
corporation as of the last day of its 
fiscal or calendar year. The return 
will be made, and half the tax paid, 


1944 


on the following May 15th (or four 
months after the close of the fiscal 
year by corporations whose fiscal 
years end in March, April, May or 
June), as at present. These relation- 
ships are shown in Diagram 2. 

With this revision in effect, there 
will no longer be any gap between 
the close of a corporation’s fiscal 
year and a November 1 liability date 
of its tax. The tax on a year’s in- 
come will become due on the last day 
of that year. If a corporation dis- 
solves or withdraws from the state 
in the course of a fiscal year, the tax 
for the part of the year that it was 
in the state will become due on the 
date of dissolution or withdrawal. 
There will be no possibility of tax 
avoidance by dissolution or with- 
drawal. 

a 

Note that this revision leaves a 
gap from the close of a corporation’s 
fiscal year on which it paid its 1943 
tax, which may range anywhere 
from July 31, 1942 to June 30, 1943, 
and the beginning of its first fiscal 
year on or after December 1, 1944. 
No tax could be imposed on the in- 
come of this gap period under the 
present law, or the proposed revised 
law, or the proposed dissolution and 
withdrawal tax. This would repre- 
sent two full tax-free years for most 
corporations, and three full tax-free 
years for corporations with fiscal 
years ending from July through 
October. 


The State can not afford to lose 
the tax revenue represented by this 
gap, the corporations have no war- 
rant for expecting two or three tax- 
free years, and we have no intention 
of allowing such a gap to go un- 
plugged. The plug is a temporary 
“transition” tax to cover the incomes 
of these two or three years between 
the coverage of the present tax and 
the coverage of the revised tax.. As 
a constitutional basis for this tempo- 
rary “transition” tax, we are relying 
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on the privilege of a domestic corpo- 
ration to exercise its franchise and 
the privilege of a foreign corporation 
to do business in the state from No- 
vember 1, 1944 to the end of the cor- 


poration’s first fiscal year ending’ 


after that date. This “transition pri- 


vilege period” would be one month | 


for a corporation with a fiscal year 
ending November 30, 1944, and would 
range up to a full twelve months for 
one with a fiscal year ending October 
31, 1945. For a corporation report- 
ing on a calendar year basis, the 
“transition privilege period” would 
be two months. 

The tax for this “transition privi- 
lege period” will be on the income of 
the two or three years left uncovered 
by the present franchise tax and the 
tax as revised. The two or three 
years’ income will not be lumped 
into a single figure and taxed on the 
lumped amount. Each year’s in- 
come will be treated as a separate 
item. A separate report on it will 
be made on the regular May 15th 
reporting date (or four months after 
the close of the fiscal year for cor- 
porations with fiscal years ending in 
March, April, May and June) as at 
present, and the sequence of tax pay- 
ments will continue as at present. 

These relationships are shown in 
Diagram 3. 


A special adjustment has to be 
made for liability dates under this 
transition tax. For most corpora- 
tions the liability date for the tax on 
the first year’s income under this 
tax (for the taxes on the first two 
year’s incomes for corporations with 
fiscal years ending in July, August, 
September and October) will be 
November 1, 1944. Liability for the 
second year’s tax for most corpora- 
tions (for the third year’s tax for 
the corporations noted above) will 
accrue at the close of their fiscal 
years after November 1, 1944. Thus 
this transition tax will effect the 
change-over of liability dates, as 
well as of privilege periods, from the 
present tax to the revised tax. 


Note how smoothly, without any 
financial jolt, this tax change will be 
made. The tax return dates con- 
tinue in an unbroken sequence from 
the present law through to the re- 
vised law. Tax payments likewise 
continue in an unbroken sequence, 
with no gap in tax payments and 
with no additional tax payments in- 
serted anywhere. The chronology 
of this transition for a calendar year 
corporation is shown in the follow- 
ing table: 








} 











| 
Report | Calendar |— Privilege Period | Liability 
Tax Date | Income | Beginning Ending | Date 
|: Year | 

Eon! eae | 5/15/43 | 1942 | 11/1/43 | 10/31/44 11/ 1/43 
TEOORHON 2.5.0.0 | 5/15/44 1943 | 11/1/44 | 12/31/44 11/ 1/44 
TTGREHION ...0555- | =5/15/45 | 1944 | 11/1/44 | 12/31/44 12/31/44 
Revised ........ | 5/15/46 1945 | 1/1/45 | 12/31/45 12/31/45 





A graphic illustration of this continuity of 


While no corporation continuing 
in business will have to pay one cent 
more of state tax as a consequence 
of this tax reform, it will have an 
effect on the financial position ofecor- 
porations that should be of sharp in- 
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dovetailing taxes is presented in Diagram 4. 


terest to accountants. Because of 
the shifting of liability dates under 
the transition tax, two years’ tax 
liability (in some cases three years’ 
liability) will accrue during a corpo- 
ration’s fiscal year beginning on or 
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before November 1, 1944 and end- 
ing after that date. For most cor- 
porations this will involve the post- 
ing of an additional liability item. 
For the remaining minority it will 
mean the disappearance of an item 
of “prepaid taxes” from their asset 
schedule (for this is how the present 
tax affects the balance sheets of cor- 
porations with fiscal years ending in 
August, September and October). 
Should the provisions of the fed- 
eral corporation income tax law as 
to deductibility of state taxes remain 
unchanged, this will not be an un- 
mixed evil. For corporations report- 
ing on an accrual basis, such addi- 
tional state tax liability will be a 
deductible item in calculating tax- 
able income for federal taxation. 
The corporations’ federal taxes on 
1944 or 1945 income will be reduced 
accordingly. With the federal cor- 
poration income and excess profits 
tax rates that may be expected for 
1945 and 1946, a reduced corporation 
income almost comes within the 
category of blessings. With no ad- 
ditional tax payments to be made to 
New York, each corporation’s fed- 
eral tax payment will be reduced jn 


1945 or 1946. ° 
* Ok Ok 


It may be asked why two tax 
changes—the proposed dissolution 
and withdrawal tax and the pro- 
posed change in the privilege basis 
of the franchise tax—are needed to 
accomplish a reform that would ap- 
parently be accomplished by either 
one separately. The answer is that 
neither change, by itself, achieves 
the full range of objectives at which 
Wwe are aiming. 
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The dissolution and withdrawal 
tax by itself would plug the leak 
caused by dissolutions and with- 
drawals prior to the beginning of 
a fiscal year, but would leave all 
the accounting , distortions under _ 
the present system of tax liability. 
There would still remain noncon- 
formity in liability accrual as be- 
tween the federal and the state 
taxes. 

The change in the privilege base 
of the tax, by itself, would cure the 
anomalies of the present tax and 
bring it into conformity with the 
federal levy, but would leave a 
loophole for withdrawal and dis- 
solution from the date of the pas- 
sage of the tax bill to November 
1, 1944, 

Taken together, the two measures 
not only dovetail as to the scope of 
reform covered, but each mutually 
adds to the constitutional strength 
of the other. Until dissolution or 
withdrawal, no corporation sustains 
any additional tax burden under the 
change of privilege base that would 
provide basis for a suit opposing 
the tax. And after dissolution or 
withdrawal, there would be no per- 
centage in seeking to test the law 
changing the privilege period since, 
should the courts not sustain that 
measure, the corporation would be- 
come as fully liable under the dis- 
solution and withdrawal tax. 

Until November 1, 1944, the dis- 
solution and withdrawal tax will 
play an active role, and will bring in 
its quota of tax yield. After that date 
its role will be passive. It will stay 
on the statute book simply as a 
latent bulwark for the privilege 
period provisions of the franchise 
tax. 
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DIAGRAM 2 
STATUS OF 9-A TAX LIABILITY UNDER 


PROPOSED LAW, AS OF SPRING 1944 
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DIAGRAM 3 
STATUS OF INTERIM 9-A TAX PAYMENTS 
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4 
INTERLOCKING OF PRIVILEGE AND TAX LIABILITY 


UNDER PRESENT AND PROPOSED FRANCHISE AND 
AS OF SPRING 
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Members are urged to submit questions on Wage and Salary Stabilization to the 
Committee on Wartime Economic Controls. Efforts will be made to obtain prompt and 
official answers to these questions. From time to time, the questions and answers will be 
published for the benefit of the members of the Society. 








Wage and Salary Stabilization 


Questions and Answers 


On December 9, 1943 the Society’s Committee on Wartime Economic 
Controls conducted a technical meeting on Wage and Salary Stabilization. 
The meeting was confined to the answer of questions submitted by members 
of the Society. The panel of experts consisted of: 


C. A. Pearce of the National War Labor Board 


Richard H. Krieger of Prentice-Hall, Inc. 


Burton A. Zorn of Proskauer, Rose, Goetz & Mendelsohn 


William Mac Donald of Research Institute of America 


In this issue of the Certified Public Accountant, there are presented 


the questions answered by Messrs. Pearce and Krieger. 
the proceedings will be published in a subsequent issue. 


The balance of 
Benjamin Green- 


berg, chairman of the Committee on Wartime Economic Controls presided. 
He was ably assisted in the conduct of the meeting by Franklin C. Ellis, 
a member of the Committee. The other members of the Committee con- 
tributed to the success of the meeting by their constructive suggestions, 
advice and effort in the preparatory stages. 


Questions Answered by Mr. Pearce 


1. Question: Explain the distinc- 
tion between rate schedules, rate 
ranges, and a plan of salary adjust- 
ments. 

In the absence of a plan of salary 
adjustments (assuming that rate 
ranges exist for certain positions) is 
it permissible to make any increases 
whatsoever without approval except 
pursuant to General Order 31? In 
other words, does General Order 31 
establish the rules of procedure which 
must be complied with if an increase 
is given without approval? Are there 
any circumstances under which the 
increases can be given without re- 
gard to the provisions of General 
Order 31? 


Answer: I think that that almost 
calls for a speech, or at least an out- 
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line of the wage stabilization policy 
which has been established by the 
National War Labor Board. 

General Order 31 has about every- 
thing under the sun in it, and I think 
it makes reference to a good area of 
the wage stabilization policy. It 
may be helpful, by way of back- 
ground to review briefly some of the 
outstanding principles which govern 
our action over at the Regional 
Board 

The wage stabilization program 
was established, as you know, by an 
act of Congress on October 2, 1942. 
Its effect was to freeze wages and 
salaries at the level of September 
15. It was a freezing act, and the 
Congress contemplated that wages 
would stay at that level except in 
certain rare and unusual situations. 
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It mentioned three of them in that 
act. 

In the first place, Congress said in 
effect that the War Labor Board 
might approve adjustments up to 
15% of January, 1941 earnings. It 
also said that the War Labor Board 
might approve adjustments to cor- 
rect substandards of living. Finally, 
it said that the War Labor Board 
might approve adjustments to cor- 
rect gross inequities and manifest 
injustices. 

It was probably the original idea 
that all wage adjustments would have 
to have Board approval. Very shortly 
the War Labor Board found that 
there were certain types of wages 
and salary adjustments that were 
made in the ordinary course of busi- 
ness which it didn’t want to be 
bothered with, which were not es- 
sentially inflationary in character, in 
which the employer should be able 
to go ahead without coming to the 
Board. As a result, certain general 
orders were issued by the Board 
which, briefly, allowed an employer 
who had an established plan of merit 
adjustments and promotions to go 
ahead in accordance with that plan. 
In other words, it almost immediately 
established a category of wage and 
salary adjustments which did not re- 
quire Board approval. 

General Orders 5 and 9, which 
covered these subjects, were not too 
clearly conceived and caused a lot 
of difficulty. The result was that last 
summer General Order 31 was issued 
which attempted to clarify the whole 
question of the types of individual 
wage and salary adjustment that 
might be made without War Labor 
Board approval. I will attempt to 
outline what General Order 31 says, 
to the extent the interpretation of 
it has been made clear by the Board. 

General Order 31 says that an 
employer may make adjustments for 
merit and length of service without 
coming to the Board if he has two 
things: first, a schedule of rate 
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ranges ; and, second, a plan for mak- 
ing adjustments within rate ranges, 
and as between jobs. It says that 
an employer has a rate range for a 
job classification if that job classifi- 
cation is limited to .work of a similar 
skill, duties and responsibilities. It 
says that an employer has a rate 
range for that job if he has a clearly 
designated minimum and maximum. 

A rate range exists, if it was in 
effect prior to the stabilization date, 
which was October 2, 1942, or, if 
subsequent to that date, the War 
Labor Board approved the rate range. 
So first the employer, according to 
General Order 31, must have a prop- 
erly established rate range. But he 
must have more than that; he can’t 
go ahead and make any kind of an 
adjustment he sees fit within that 
rate range, he must have a plan for 
making merit or length of adjust- 
ments. That plan contemplates that 
the emplover, in the case of merit 
adjustments, have some systematic 
program for reviewing the accom- 
plishments of his employees during 
the year; that he actually studies 
the work they have done and deter- 
mines which ones merit the increases 
and which ones don’t. It contem- 
plates there are certain limitations 
as to the amount of increases: that 
is, limitations other than at the top 
of the range. It contemplates fur- 
thermore that the plan was in effect 
prior to the stabilization date (that 
was October 2, 1942) or, if not in 
effect, had been approved by the 
Board subsequent to that time. 

If those conditions are fulfilled, both 
as to the rate ranges and the plan of 
progression, the employer may go 
ahead and make adjustments for merit 
or length of service. If the employer 
has a rate range but not a plan of 
progression, he still doesn’t have to 
come to us unnecessarily for ap- 
proval; he may adopt the provision 
in General Order 31 which allows him 
to make adjustments for merit or 
length of service which do not éx- 
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ceed ten cents per hour for any em- 
ployee or two-thirds of the range, 
whichever is greater, providing that 
the total amount of the adjustments 
during the year for all the employees 
covered by the plan does not exceed 
an average increase of five cents per 
straight-time hour. 

Now that particular provision may 
be interpreted in several ways. | 
think I will wait on questions that 
may arise later, in case you have spe- 
cific interest in that particular pro- 
vision; but it does mean that em- 
ployers may make adjustments for 
merit and length of service without 
coming to the Board if they have 
properly established rate ranges, if 
they have had established prior to 
the stabilization date a plan of pro- 
gression, or even though they did 
not have such a plan of progression, 
they stay within this five-and ten- 
cent limitation set forth in General 
Order 31. 

General Order 31 also allows the 
employer to make promotions from 
one job to another, the only limita- 
tion being that a man will not be 
given a rate which exceeds the mini- 
mum of the job to which he is pro- 
moted or 15% of his former rate, 
whichever is higher. 

‘hose are the types of adjust- 
ments, in the main, that do not require 
War Labor Board approval. All other 
adjustments, generally speaking, do re- 
quire War Labor Board approval 
and the Board handles requests for 
such adjustments under one or more 
of three principles. The first is the 
so called “maladjustment” principle, 
which is synonymous with the “Lit 
tle Steel” Formula, and which as I 
said before, allows the employer, with 
Board approval, to make a general 
wage adjustment which will bring 
the aggregate of general wage ad- 
justments since January, 1941.to an 
amount not in excess of 15% of the 
average straight-time earnings in 
January, 1941. 

The Board has insisted that, in 
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applying that principle, we use an 
over-all basis; that is, it frowns 
upon its application to single indi- 
viduals or single job classifications. 
It sees it as an adjustment to correct 
for higher cost of living and feels 
everyone is entitled to the same ad- 
justment. 

In the second place, the Board 
will approve adjustments if it is 
convinced that the level of wages is 
substandard; and it recently has 
clarified what it means by “sub- 
standard” by allowing the various 
regional offices to approve up to fifty 
cents an hour. The New York 
Board has for some time automati- 
cally approved fifty cents an hour 
on the basis of substandards. 

The third principle, that of gross 
inequities or manifest injustice, was 
not “spelled out” by the Board in 
the early days. It has caused us a 
lot of “headaches” because more ap- 
plications come in on this basis than 
on any other, by far.. We did not 
know what a gross inequity was 
and, even if we had known, we 
didn’t have sufficient wage data to 
measure whether or not it existed. 
As the result, during the first few 
months of our operation we were 
generally dependent on the data 
submitted by the applicants. He 
usually pointed to one or two other 
companies generally doing the same 
thing in the area, stating that their 
wages were higher and therefore a 
manifest injustice existed. 

The result was, that on April 8, 
1943, the President issued a new ex- 
ecutive order which deprived the 
Board of the right of approving 
wage adjustments on the ground of 
gross inequity. That closed about 
70% or 80% of our cases, and, of 
course, the pressure from employers 
harrassed by manpower problems 
and the pressure from unions was 
great. Six weeks later Justice 
Byrnes issued a directive partially 
restoring our authority to approve 
wage adjustments on the basis of 
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gross inequity. He did it by estab- 
lishing a fairly definite standard for 
judging whether or not a gross in- 
equity existed. That standard was 
the so-called “goingrate”, or rather 
the minimum of the brackets of 
sound and tested rates. That con- 
cept itself needed a considerable 
amount of clarification; we have 
been trying to do that ever since; 
but the result was that this regional 
office, together with all others, 
through the cooperation of the Bu- 
reau of Labor Statistics, has estab- 
lished what in effect are wage ceil- 
ings for the principal industries and 
occupations and areas in this region, 
and our test is whether or not the 
wage adjustment comes within the 
ceilings that we have established. 

These three types of adjustments 
represent in the main those that re- 
quire Board approval. They are 
general wage increases. In addi- 
tion, we have a number of what we 
call “Fringe Questions” relating to 
such matters as vacation plans, 
holidays, night-shift premiums, and 
right now of course the year-end 
and Christmas bonus problem. 

I don’t know whether that ans- 
wered the question that was origi- 
nally put to me, Mr. Chairman. 


Chairman: It was necessary for 
Mr. Pearce to go to the length that 
he did in answering the question so 
to lay the proper foundation for 
many other questions that will fol- 
low and to give you the general ap- 
proach that the War Labor Board 
is following today; at the same time 
Mr. Pearce has already answered 
several of the other questions. 


2. Question: Please outline gen- 
erally under what circumstances in- 
creases can be granted without 
approval in respect to bonuses. 

Answer: I assume that at least 
some understand that the policy of 
the War Labor Board with respect 
to bonuses differs from that of the 
Treasury. We haven’t been able to 
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reconcile our differences and I don’t 
know whether or not they are recon” 
cilable. 

Our Board has stated a fairly 
specific policy with respect to 
Christmas and other forms of year- 
end bonuses. I might state now that 
it will not approve an increase in 
bonus to correct for maladjustments, 
i.e. cost of living, to correct for 
substandards, to correct for gross 
inequities, to aid in and effect prose- 
cution of the war; will not approve 
bonuses just because the employee 
has worked harder during the year 
or assumed additional responsibili- 
ties. In general its policy is this: 
that an employer who proposes to 
give an increase in the amount of 
bonus to any individual over that 
given in 1942 must come to us for 
approval; if he had a plan that was 
set up in terms of a ration to pay- 
roll or profit, or some other such 
basis, and intends to increase that 
ration, he must come to us for ap- 
proval. In other words, he does not 
have to come to us for approval if 
he proposes merely to continue the 
plan he had last year and does not 
propose to give bonuses in greater 
amount than he did last year. 

The one exception to the state- 
ment I made before: the Board will, 
in what it says are “rare and excep- 
tional cases”, approve an increase in 
bonus where not to do so would 
create or cause a gross inequity; and 
our Board has attempted to publi- 
cize the fact that only in rare and 
exceptional cases will it approve in- 
creases in bonuses on that ground. 
[ think the most common situation 
of that type is where, for one reason 
or another, the employer in 1942 
overlooked or did not make bonus 
payments to certain groups of indi- 
viduals in his plant and this year 
merely proposes to give them the 
same bonus as other employees do- 
ing the same type of work or who 
have served the same time in the 
plant. 
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Chairman: Are there any ob- 
servations that any of the other 
members of the board of experts or 
any member in the audience wants 
to make on the questions Mr. Pearce 
attempted to answer? I think he 
covered fairly completely the War 
Labor Board policy on salary and 
bonus increases. 


3. Question: Must the ranges of 
the plan be limited to the salaries 
that were in effect on October 21, 
1942, or could the plan provide for 
ranges in salaries higher than those 
paid on October 2, 1942? 


Answer: Of course the rate 
ranges may be higher than those of 
October, 1942, if they have been ap- 
proved by the Board. 

Our general attitude on that mat- 
ter is this: we will allow (consider 
as established) the minimum and 
maximum rates that were actually 
paid on or immediately prior to 
October, 1942. However, if the em- 
ployer had a well established plan 
that he can show us in writing which 
called for higher minima or maxima, 
we will go along with that. He may 
not, however, in the absence of such 
a written plan, reach back a year or 
two years to pick out a minimum 
and maximum and give them a 
wider spread or higher level. 


4+. Question: Mr. Pearce stated 
that bonuses will be permitted such 
as were paid in 1942. Let us say no 
bonus was paid in 1941 and no ap- 
proval was obtained for one paid in 
1942, but bonuses were paid in 1942. 
Will bonuses be permitted at the 
same rate as those paid in 1942? 


Answer: No. 


5. Question: This is a question 
pertaining to a case where an appli- 
cation was submitted to the War 
Labor Board for an increase in 
bonuses, at the end of December, 
1942; approval was granted at the 
end of January, 1943. In the mean- 
time the employer paid the bonuses 
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in December, 1942, at the same rate 
as 1941. Question: Is the employer 
permitted to pay the balance of the 


unpaid bonuses and is he permitted ' 


to pay bonuses this year (1943) at 
the increased rate, or is he per- 
mitted to do either one of those, or 
must he get approval? 


Answer: Well, yes, in my opinion 
he could do both. My attorneys 
might differ from me! 


6. Question: An accounting firm 
has no schedule or plan. How does 
it determine the maximum and 
minimum which it can pay to a new 
employee for: (a) an existing posi- 
tion previously filled by another em- 
ployee; (b) a newly-created posi- 
tion? 


Answer: Well, as to the employee 
who is going to move into a job 
which already exists, the employer 
could pay the rate which he has 
established for that job or, if there 
is no incumbent in that job at pres- 
ent, he can pay the rate which he 
paid when he did have an incum- 
bent, provided it is an established 
rate. 

The question of a newly created 
position, where he has no rate, comes 
under General Order 6, which per- 
mits the employer, where all he is 
doing is creating a single job or 
creating single jobs and not a new 
department, to establish for that job 
a rate which bears the same rela- 
tionship to prevailing rates for that 
job in the area as existing rates for 
his existing jobs bear to rates pre- 
vailing for those jobs in the area. 

That is rather involved. I think 
there are actually few employers 
who can make a sound determina- 
tion on that point. My personal 
advice would be for the employer, 
in creating a new job, to come to the 
War Labor Board to get approval 
for the rate that he proposes. 


7. Question: An accounting firm 
has rate ranges and a plan. How 
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does it determine the maximum and 
minimum which it can pay to a new 
employee for: (a) an existing posi- 
tion previously filled by another em- 
ployee. I think that is easily an- 
swered, and (b) a newly-created 
position? 

Would your answer be the same 
if a plan existed whereas previously 
no plan existed? 


Answer: No, sir. 


8. Question: Why does the War 
Labor Board rate a job rather than 
the individual who is in the job? 
You may get a very good man for a 
job and the previous employee was 
not so good. What is the principle 
behind rating the job rather than 
the individual who occupies it? 

I know of an application sent in 
for a top bookkeeper and the addi- 
tional question was asked: What 
are the special qualifications of this 
bookkeeper for whom you want an 
increase? 


Answer: I assume in that par- 
ticular case there is no way to get 
an adjustment for the bookkeeper 
except under the going wage brack- 
et. The question we had to answer 
is whether the particular book- 
keeper met the standards we had 
established for bookkeepers. Fre- 
quently we have to go back and 
find out whether the work done by 
the particular individual corresponds 
to that for which we have established 
rates. 


9. Question: Supose you were to 
put a very good man in a bookkeep- 
er’s job. To get that man you pay 
a higher wage than the ordinary 
bookkeeper gets. If you are going 
to limit it to rating that job, you 
can’t get enough money to pay for 
a real good man for the particular 
job. 


Answer: If a certified public ac- 
countant is going to do the work of 
a bookkeeper, he can’t be paid more 
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than the rate we have established 
for bookkeepers. If he is going to 
do work of more skill, we have to 
arrange for some differential above 
that rate. 


10. Question: Is there any exist- 
ing method whereby you could find 
out the prevailing wage rates for 
similar jobs for similar firms in your 
area? 


Answer: The only way we have 
been able to find out is by setting 
up a very large office in the Bureau 
of Labor Statistics consisting of 
somewhere from fifty to one hun- 
dred field agents who spent many 
months on the job and made pre- 
vailing rate studies in many indus- 
tries. We had very little idea prior 
to that time what the prevailing 
rates for particular jobs in particular 
areas were. I don’t know that we 
know now. But we have a body of 
data from the BLS on which we 
have set some brackets. 

I agree that for most industries 
and occupations it would be an al- 
most impossible task for a single 
employer to undertake. 


Chairman: Does anyone want to 
answer for the Treasury Depart- 
ment as to the availability of com- 
parable data? 


Mr. MacDonald (of Research In- 
stitute of America): The available 
statistics which the War Labor 
Board has used are limited to wage- 
earning employees. There are no 
records for salaried employees. The 
Treasury has no rates and I don’t 
expect they ever will. 


11. Question: Mr. Chairman, in 
the metal trades industry there has 
been approved rate wage schedule 
promulgated by the War Labor 
Board. Now if an employee in one 
of the groups of classifications has 
been paid, say, 60¢ an hour, and the 
minimum for that classification is 
80¢ and the maximum $1.10, may 
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the employer, immediately upon re- 
ceiving approval, increase the rate 
that he has paid to the minimum of 
that classification? 


Answer: We have approved a 
rate range of 80¢ to $1.10, 80¢ 
being the minimum. By virtue of 
that approval, every person in that 
job may be brought up to 80¢. 


12. Question: Where an employ- 
er gives an unauthorized increase in 
salary or bonus, may such violation 
be cured within the same year by a 
refund from the employee to the 
employer of the unauthorized por- 
tion? 

If the refund is made in a subse- 
quent year will this cure the viola- 
tion? 

If this procedure does not cure 
the violation, is there any other way 
in which the employer may cure the 
violation short of suffering the 
penalty? 


Answer: Simply to make the re- 
fund will not cure the violation. The 
War Labor Board will have to find 
that the violation was made in good 
faith. The fact that the employer 
did make the refund would be evi- 
dence of good faith which the Board 
would consider. But the refund 
alone would not be a sufficient cure 
for the violation. 


13. Question: How does a con- 
cern which started in business after 
October 3, 1942, determine the sal- 
ary rates which it can pay for each 
position, particularly to its execu- 
tives? 


Answer: The employer must get 
the approval of the Board to estab- 
lish rates for new plants or new de- 
partments of existing plants. Prior 
to the recent amendment of Gen- 
eral Order 6, the employer could set 
rates in accordance with the prevail- 
ing rate for similar work in the area 
without Board approval. He no 
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longer has that right; he must come 
to the Board. 


14. Question: At one time, as | 
understood it, the War Labor Board 
had a ruling in the effect that, re- 
gardless of the number of em- 
ployees in the service of an em- 
ployer—even if there were eight or 
less—if there were more than eight 
adjustments during the year, then 
the employer would be covered by 
the wage and salary regulations. 





Answer: The exemption granted 
by General Order 4 shall not apply 
to an employer who, during any 
given year following October 3, 
1942 in the case of wages or October 
27 in the case of salaries, has made 
adjustment affecting eight specific 
employees. 

That is the provision of General 
Order 4 as amended. 


15. Question: [Explain the “go- 
ing rates” promulgated by the War 
Labor Board. For what industries 
or positions have such rates been 
promulgated? What is the signifi- 
cance of these rates to (a) an em- 
ployer and (b) the War Labor 
Board? 


Answer: briefly, the so-called 
“going rates” are the wage ceilings 
that the Board has_ established 
under the May 12th directive of 
Justice Byrnes. The minimum of 
the going wage bracket is set at a 
point somewhere below what we 
find to be the average rate for the 
occupation in the area. We have a 
rule-of-thumb which indicates a rate 
somewhere around 10% below the 
weighted average. 

We don’t follow that in all cases, 
but the going rate, so-called, is set 
somewhere below what we find to 
be the average rate paid for the 
work in the industry and in the area, 
and it is significant to us and to the 
employer as a ceiling for wage ad- 
justments. The employer does have 
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to come to us for approval to in- 
crease rates to that level. 

We have officially set rates for 
these industries: building service 
employees in the metropolitan area; 
bus operators in the metropolitan 
area; foundries in the metropolitan 
area in Buffalo; the metals and ma- 
chineries industries, which we sepa- 
rate into some 150 occupations for 
all areas in this region: New York 
and Northern New Jerséy; paper 
and pulp for the entire region; office 
and clerical workers for the entire 
region except Buffalo; wholesaling 
in the metropolitan area; brokerage, 
cafeterias, chemicals: all in the me- 
tropolitan area; printing, metropoli- 
tan area; cleaning and dyeing, sta- 
tionary engineers, paper boxes: 
those also for the metropolitan area. 

In addition, the Board has tenta- 
tively set rates for several other in- 
dustries which it is trying out and 
has not yet officially promulgated. 


Chairman: Mr. Pearce, do I un- 
derstand these are available to the 
public ? 


Answer: Yes, those in the first 
list are available. 


16. Question: The Society re- 
cently published a bulletin showing 
the going wage brackets for office 
employees in the metropolitan area. 
Is approval necessary within those 
rates? 


Answer: Approval is necessary 
to adjust rates up to the level set. 


Question: Those rates were 
established by the War Labor 
Board. Do you have to have ap- 
proval in that case? 


Answer: Yes, you have to have 
approval. 

17. Question: Explain the differ- 
ence between (a) merit increase, 
(b) length of service increase, (c) 
promotion increase, and (d) other 
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types of increases specified in the 
War Labor Board regulations. 


Under present wartime condi- 
tions, many people are working 
harder, longer hours, etc.; as they 
move along from day to day, they 
do better work and become more ex- 
perienced in their duties. What de- 
scription would be given to an in- 
crease proposed to be given to an 
employee under these circumstances. 


Answer: I touched on at least 
the first part of the question before. 

A merit increase is given in recog- 
nition of the accomplishments of 
the individual, his productiveness 
and skill he brings to the job. 
Length of service is usually an au- 
tomatic proposition. He gets an ad- 
justment after he has served a cer- 
tain period of time with the 
employer; promotions, as he changes 
from one job classification to another 
one—I suppose it is always a shift 
from a lower-paying classification 
to a higher paying classification. 
Those are all types of adjustments 
that may be made without Board 
approval, provided they meet the 
terms of General Order 31, as has 
already been explained. 

The second part of the question, 
refers to adjustments that might be 
made in recognition of the greater 
volume of work being done by the 
employee. That is a general situa- 
tion we find now. We ordinarily do 
not grant wage adjustments be- 
cause of that factor alone; however, 
the employer can make an adjust- 
ment in recognition of that fact if 
the particular employee stands out 
above the others—is doing more 
work, bringing more skill to the job 
—providing the adjustment is made 
within established rate ranges con- 
sistent with General Order 31. 
Otherwise he must come to us for 
our approval. We will approve if 
the adjustment proposed is within 
the bracket we have established for 
that job. 
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18. Question: The War Labor 
Board limits a fixed bonus to the 
amount paid in 1942. In the case of 
a concern on an accrual basis, an 
employee was given a_ year-end 
bonus of $100 on an accrual basis, 
and it was set up as an expense for 
1942. Can this bonus be used as a 
basis for a bonus to be paid this em- 
ployee in 1943? : 


Answer: My interpretation would 
be that he couldn’t give more than 


$100 in 43. 


19. Question: The “A” Company 
engages employees in one category 
and pays from $36 to $42 a week, 
depending on experience and length 
of service. On January 15, 1942, 
there was but one employee who 
received $42; all the others received 
lesser amounts. On that date the 
employee who received $42 a week 
left the employ of the company. On 
October 3, 1942, there was no em- 
ployee who received $42 a week. 

When the other employees reach 
the required experience can they be 
paid the previously ascertained scale 


of $42? 


Answer: We do consider situa- 
tions like that. If the employee was 
drafted in June of 1942 and it was 
clear he had been paid that rate, we 
would consider that as the maximum 
for that job to which employees 
could be promoted on merit or length 
of service. 


20. Question: In reclassification 
does this involve movement to a new 
machine or location, or can work- 
men still perform on the same ma- 
chine and location using greater skill 
with close degree of tolerance? 


_ Answer: Yes. In most occupa- 
tions we recognize two or three 
grades. We would consider a move- 
ment from C to B or B to A asa re- 
classification. 


21. Question: The question there 
doesn’t necessarily mean movement 
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to a different machine or having the 
individual promoted from a Classi- 
fication B to a Classification A oper- 
ate on the same machine. 


Chairman: I would say it involves 
operation of the same machine but 
with different tolerances. 


Questions Answered by Mr. Krieger 
. 


Chairman: Several of the ques- 
tions which follow are along the 
same lines; therefore I will read a 
few of them and then ask Mr. Krieger 
to try to give one answer for all. 


22. Question: A corporation has 
a contract with two officers and a 
manager. The contract provides that 
80% of the profit before taxes is to 
be distributed to the officers, who are 
also stockholders, and the manager, 
who is not a stockholder. An original 
contract, dated in 1937, was super- 
seded by a contract dated May, 1941, 
which incorporates this clause. The 
salary of the manager and one of 
the stockholders is $11,500 per year. 
In view of the capital structure of 
the corporation, it was unable in 
prior years to comply with the pro- 
vision about the distribution of profits. 
The corporation is now in a more 
favorable position and would like to 
exercise this provision. 

Is it necessary to apply for per- 
mission to pay the share of profits, 
or can it be done without permis- 
sion? 


23. A corporation has an agree- 
ment with its officers and some of 
its employees whereby it should dis- 
tribute a certain percentage of its 
profit before taxes. In prior years 
only a fraction of the percentages 
was taken out, because of a previous 
deficit existing on the books. Can 
the corporation at this time pay the 
percentages of the profit without 
getting permission, or has it waived 
this right because it never exercised 
it in full in prior years? 
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Wage and Salary Stabilization—Questions and Answers 


A fixed amount each year was 
withdrawn by these employees, but 
at no time did this fixed amount 
reach the percentage provided for in 
the contract. 


24. For the calendar year 1941 
the salaries of three individuals, ex- 
ecutives of a corporation, were $125 
per week. In 1942 these executives 
drew $75 a week, because funds were 
not available to pay the previous 
year’s salaries. In 1943 these execu- 
tives drew $100 a week. Is it neces- 
sary to request permission for the 
increase from $75 to $100 per week, 
or is permission not necessary be- 
cause the salaries for 1943 were less 
than they were in 1941? 

Now it may be, Mr. Krieger, that 
the last question was slightly dif- 
ferent from the other two. 


Answer: Before we go into that, 
I want to point out that payments 
under the Treasury, based on a cer- 
tain percentage of profit, are con- 
trolled this year, at any rate, by three 
of the four conditions based on the 
Treasury Department regulations on 
bonuses. I will tell you what those 
limitations are so you will know 
what the answer is going to be. 
Remember, this would apply to 
bonuses and payments based on per- 
centage of profits. 

There are two principal conditions 
(1) Where the employee has not 
received an increase in his base 
salary since October 3 or October 
27, 1942, as the case may be. If that 
is the case, if he has received no in- 
crease since October 3rd or 27th, 
he may receive a bonus payment 
which is the greater of either of 
these two amounts: either the dollar 
amount paid in the employer’s last 
accounting year (either calendar or 
fiscal) ending prior to October 3, 
1943, or the amount paid, permitted 
by the regulations, in the first ac- 
counting year after October 3, if this 
amount does not exceed 50% of the 
annual base pay. That would apply 
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to a percentage of profits. If the 
amount in “41 is the same as the 
amount in ’42, and if he has not re- 
ceived an increase in pay he can con- 
tinue to pay it. If he received a 
greater payment in *42 legally with- 
in the regulations and it does not ex- 
ceed 50% of his base pay which has 
remained unchanged, it’s all right. 

Condition #2 is where the em- 
ployee has received a salary increase 
since October 3, 1942, or October 27, 
as the case may be. If such increase 
has been received, the payment may 
not exceed the amount paid in the 
first accounting year after October 
3, 1942, provided it does not exceed 
20% of the current base pay: that 
is, 20% of the increased salary. 

The other condition which would 
also apply to bonuses as well as 
percentage of profits payments is 
the cost-of-living type which per- 
mits the payment if the total salary 
after the receipt of the bonus or the 
percentage of profits payment does 
not result in a total payment exceed- 
ing 15% of a salary in existence on 
January 1, 1941 up to $2400; 10% of 
a salary over $2400 and up to $4000; 
and 5% over $4000 to $7500. 


There is one more condition on 
bonuses which does not apply to per- 
centage of profits payments and that 
is bonuses based on percentage of 
salary. They may be continued with- 
out aproval if the percentage has not 
been changed since October 3 or 
October 27. In other words, if the 
man has received an increased salary 
but his percentage of bonus remains 
the same, you can continue to pay 
the bonus even though it be of a 
larger amount. 

Now to refer to the two first spe- 
cific questions. The first one says 
they did not receive any percentage 
of profits payments up until this 
year. Therefore, approval would be 
necessary. It might be obtained be- 
cause of the existence of agreement. 
You have an arguing point there. 
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But don’t do it without getting ap- 
proval first, despite the agreement. 

The second question says only 
small percentages were taken out. 
Well, that would depend on how 
much those small percentages were. 
If a small percentage was taken out 
in 1941, and a larger percentage in 
’42 which does not exceed 50% of 
the base pay (and the larger per- 
centages in “42 were legally taken 
out), you can pay the greater amount. 
To pay anything higher you’d need 
aproval despite the agreement, al- 
though the existence of the agree- 
ment gives you an arguing point 
which you should submit when you 
request approval. 

The other question is a little bit 
different. It says they receive $125 
in *41, $75 in ’42 and $100 in ’43. 
Well, I would say you would need 
approval for the $100 in ’43 because 
vou have gone down; and to get 
back again you are increasing what 
the man is earning. I wouldn’t do 
it without approval. 


Chairman: Mr. Zorn, did you 
have some observation on the re- 
. . 
marks of Mr. Krieger? 


Mr. Zorn (of Proskauer, Rose, 
Goetz & Mendelsohn, attorneys) Yes, 
I’d like to ask Mr. Krieger a ques- 
tion which has been troubling me. 
It relates to the first question. 

It is perfectly clear that the per- 
centage of profit, which in essence 
constitutes a year-end bonus, if it 
is in a greater amount except for 
those exceptions in the new regula- 
tions must receive approval. Now 
I have felt—and haven’t been able to 
get a satisfactory answer, although 
I think Mr. Kreiger has indicated 
what he thinks the answer is—but 
suppose back in 1941 or 1940 a firm 
entered into an agreement to pay an 
employee a small base salary and a 
participation in profits, and it is per- 
fectly clear that that participation in 
profits is an integral part of the sal- 
ary arrangement, not intended as a 
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bonus or gift at the end of the year 
but is part of a man’s salary; or, in 
another case similar to it, where a 
man’s entire compensation is put on 
a percentage of profit basis. Now it 
has been my view all along, where 
you have that type of situation and 
have definite contracts entered in to 
prior to the stabilization program, 
that the payment of an additional 
amount based upon greater profits 
is in no way a Salary increase and 
should not be controlled by any- 
thing in the regulations because, in 
essence, the man is not getting an 
increase in his salary rate. 

What I want to ask Mr. Krieger is 
whether he thinks there is anything 
to the thought that where you have 
a situation of that kind it is distin- 
guishable where customarily and with- 
out contract it has been the custom 
of a firm to hand out a percentage of 
profits in the form of a year-end 
bonus? 


Mr. Krieger: I agree with Mr. 
Zorn there is a definite distinction 
between the two. Where you draw 
the line I don’t think anybody could 
stand up here and say. I would say 
if the man’s total compensation is 
based on a percentage of profit, all 
factors of that kind would enter into 
the situation; and I frankly can’t 
give you the definite answer. Maybe 
Mr. MacDonald can give you his 
views. (Laughter). It’s not as funny 
as it sounds: “Treasury Depart- 
ments” are hard to answer because 
they handle a peculiar type of em- 
ployee. The War Labor Board doesn’t 
have such problems because no man 
working on a machine gets paid like 
that. But there it is. If he gets 
nothing but a percentage of profits, 
I would be inclined—on the justice 
and equity of the situation—to agree 
with Mr. Zorn. If a man was getting 
more and more each year, I’d get my 
agreement O.K’ed and be covered 
or write the Treasury a letter and 
say, “Is this O. K. to continue?” I 
wouldn’t take any chances that way, 
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Wage and Salary Stabitization—OQuestions and Answers 


particularly in these war years. If 
aman is going to get larger amounts 
where profits are going up tremen- 
dously where a man doubles and triples 
his pay \I would certainly want to 
get an O.K before I paid it out. 


25. Question: A corporation on 
January 7 votes bonuses to all em- 
ployees who have stayed with the 
firm the entire year. The bonuses 
are to be paid at September 30th. 
At that time it has seven employees. 
As of December 3lst it has nine 


employees. Can it pay those bonuses? 


Answer: It would depend on 
jurisdiction. The War Labor Board 
says you determine your number of 
employees as of the time the in- 
crease is agreed to. If it was agreed 
to at the time there were seven, it 
would be O. K. to pay. 

The Treasury specifically says 
“at the time the increase takes 
effect”, so you couldn’t do it under 
Treasury. 


Mr. MacDonald: I disagree—li 
it was money authorized to be paid, 
you are covered under the definition 
of “salary payments”. 





26. Question: Which date or 
year is the basis for determining the 
increase in salaries? Is it the calen- 
dar year 1941, or is it October 3, 
1942? 


Answer: Well, so far as the 
Treasury goes, the beginning of the 
stabilization starts on October 3 or 
October 27, 1942, as the case may 
be, for salary payments. If you 
have got approval of an increase 
since that date, the approved salary 
is then the one that you are operat- 
ing under and to increase that 
amount from that time on would re- 
quire approval again. 

The only time you worry about 
base year is when you are consider- 
ing extra payments like bonuses. 
But stabilization fixes the rates that 
were paid as of October 3 or Octo- 
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ber 27, 1942. Likewise with the War 
Labor Board; the situation is the 
same. 


27. Question: Would one oi 
the speakers care to amplify the re- 
port that the Treastiry might con- 
sider bonuses up to 50% of the sal- 
ary? Some information or comment 
will be appreciated. 


Answer: The 50% is one of the 
alternative amounts that may be 
paid as a bonus if the base pay of 
the man has not been increased. 
You can pay what you paid in “41 
or °42 provided the latter doesn’t 
exceed 50% of the base pay. You 
have the alternative of the larger of 
those two amounts. 

Now the question may arise: If 
you didn’t pay a bonus before, 
would the Treasury consider a 
bonus now? I can say pretty con- 
fidently they wouldn’t, unless the 
man was getting something like 


$1,000. 


28. Question: Didn’t the Treas- 
ury Department rescind their order 
on the commission to salesmen if 
the commission was in excess of 
the amount paid in prior years pro- 
vided the rate was the same? 
Wasn’t that ruling postponed until 
the end of the calendar year? 


Answer:. That’s right—that is, if 
any base pay received has not been 
changed. What they are going to 
do next vear we don’t know. 


29. Question: Where an em- 
ployer has eight or more employees 
two months of the year—say June 
and July—and the rest of the year 
he has less than eight, would a 
bonus, say, at this time of the year 
—in December—be construed as an 
increase of wages for the entire year 
and be disallowed for the two 
months? 


Answer: No. You have less than 
eight. 
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The Effective Control of Terminated Government Con- 
tracts is a matter of primary importance to the manu- 
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you a most helpful brochure, just prepared, on this 
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Speed Payroll Accounting 


—Saving Precious Office Time . 


@ THIS NEW PLAN effects a tremen- 
dous saving of man-hours that war 
demands have made so precious. 


As you write one payroll record, all 
figures are automatically transferred 
to the two or more other essential 
records that you now write in sepa- 
rate operations. 


After each individual payroll entry, 
every record you need is complete, cor- 
rect and up-to-date—ready for quar- 
terly reports and government inspec- 








ALL MADE AT GNE WRITING: pay checks, 
employee pay statement, social security 
and withholding tax record, War Bond 
Record, ledger record of other deductions, 
check register and payroll summary. 
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tion. Rewriting of figures on various 
records is entirely eliminated. 


Entirely eliminated, too, are sepa- 
rate records for War Bonds, Social 
Security, Withholding Tax, employee 
insuranee, employee hospitalization, 
union dues and all other ledger rec- 
ords of a similar nature. 


Every pay day the statement you 
vive to each employee includes: 
(1) A complete record of earnings. 
(2) A detailed list of deductions. 
(3) A notice telling the worker the 
exact amount he has on deposit with 
you toward his next War Bond. 


@ SO SIMPLE isthe ‘‘Kopi-spor’’ pay- 
roll system that any clerk can handle 
it. It can be adapted to any type of 
payroll whether you pay by check or 
in cash—whether you make your en- 
tries by typewriter or by hand. 


@ NOW ON DISPLAY-A special show- 
ing of this simplified pay roll system is 
now in progress in our store. If time 
will not permit you to visit this dis- 
play, phone and we will send to your 
office a pay roll specialist or deserip- 
tive literature, whichever you choose. 
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l, time of peace, the Tax Man 
serves business and govern- 
ment—adjusting the tax bur- 
den, shaping the development 
of the law, and contributing to the betterment of its administration. 
In time of war, his duties become immeasurably more important to 
the nation and to each one of us. He works to further the collection 
of funds for the war effort. He helps gear the business economy to 
e) all-out production. And he looks to the peaceful future. His fore- 
sight now will assist in cushioning the return to the basis of peace. 
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Sure, that Saturday night pay 
envelope’s bulging. But let me 
tell you something, brother, be- 
fore you spend adime... That, 
money’s mine too! 

I can take it. The mess out 
here. And missing my wife 
and kid. 

What I can’t take is you 
making it tougher for me. Or 
my widow, if that’s how it 
goes. And, brother, it will make 
it tough—if you splurge one 
dime tonight. 

You’re working ... and I’m 
fighting . . . for the same thing. 
But you could lose it for both 
of us—without thinking. A guy 
like you could start bidding me 
right out of the picture tonight. 
And my wife and kid. There 
not being as much as every- 
body’d like to buy —and you 
having more green stuff than I. 
But remember this, brother— 
everything you buy helps to 
send prices kiting. Up. UP. 
AND UP. Till that fat pay 
envelope can’t buy youa 


square meal. 

Stop spending. For yourself. 
Your kids. And mine. That, 
brother, is sense. Not sacrifice. 

Know what I’d do with that 
dough ... if I’d the luck to 
have it? 

I’d buy War Bonds—and, 
God, would J hang on to them! 
(Bonds buy guns—and give 
you four bucks for your three!) 
...1’d pay back that insurance 
loan from when Mollie had the 
baby ...I’d pony up for taxes 
cheerfully (knowing they’re the 
cheapest way to pay for this 
war) ... I’?d sock some in the 
savings bank, while I could 
... 1d lift a load off my mind 
with more life insurance. 

And I wouldn’t buy a shoe- 
lace till I’d looked myself 
square in the eye and knew I 


couldn’t do without. (You ¢4 
to knowin’— out here — whi 
you can do without.) 

I wouldn’t try to profit fro 
this war—and I wouldn’t as 
more for anything I had tose 

I’ve got your future inn 
rifle hand, brother. But you 
got both of ours, in the insi 
of that stuffed-up envelop 
You and all the other guy 
that are lookin’ at the Mz 
Street shops tonight. 

Squeeze that money, brothel 
It’s got blood on it! 


Use it up 

Wear it out Ly 
Make it do 1 
Or do without 
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